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CONDITIONS FOR THE WORKING OF 
A FREE ECONOMY 


BY PER JACOBSSON 


By a “free economy” is meant a market econo- 
my, i.e. an economy in which prices are determined 
by supply and demand in relatively untrammelled 
markets and in which price movements, through 
their influence on profits, are the principal factor 
promoting and balancing production. In the al- 
ternative kind of economy, which may be called 
either centrally-managed or authoritarian, prices 
and production are determined by decisions of the 
authorities ; and, although these decisions are not 
necessarily arbitrary but may conform to certain 
established principles, the authorities do not con- 
sider themselves strictly bound by the need to 
consider the prevailing conditions of supply and 
demand. Indeed, one of the difficulties connected 
with east—west trade has been precisely that in- 
ternal prices in the eastern countries are essentially 
different from those applied to their foreign trade. 

No economy, however, adheres to one single 
method of determining prices and production. As 
far as the eastern countries are concerned, rela- 
tively free markets seem to be tolerated for certain 
foodstuffs, old clothes, etc., while in the western 
countries, on the other hand, there are certain sets 
of prices which are fixed by government agencies 
or which are for some other reason not subject to 
ordinary market conditions. But care must be 
taken to see that such measures of intervention as 
may be adopted in a free economy conform to the 
basic rules resulting from the interplay of supply 
and demand in the markets, for otherwise the 
workings of the market mechanism can be most 
adversely affected and the consequences may be 
felt for a long time. How intractable the dis- 

turbance can be, may be gathered from the results 

of the policy of price support for agricultural 
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products in the United States, where there are 
large accumulations of stocks, which in their turn 
have created problems most embarrassing to the 
authorities and also the farmers themselves. While 
a free economy is, in. principle, based on the right 
to own private property and to pass it on to one’s 
heirs, this right is, as experience shows, compati- 
ble with a fair amount of public ownership and 
the levying of death duties, provided, however, 
that enterprises in the hands of public authorities 
are managed with due attention to ordinary market 
conditions and that death duties are not so heavy 
that they seriously impair the public’s willingness 
and capacity to save or to pass on their savings to 
their heirs. 

This is not the place to go into the question why 
the western countries prefer a free economy to the 
alternative system of centralised direction. May it 
suffice to recall that with the aid of modern tech- 
niques the public authorities nowadays may exert 
a degree of effective power far beyond what their 
predecessors in earlier times would ever have 
dreamt of. If under such conditions both political 
and economic power were to be vested in the same 
set of persons there would not be much room left 
for individual action and judgment. In a market 
economy the economic decisions are largely de- 
centralised, being subject to the discipline of the 
market, and this seems vastly preferable to the 
kind of discipline which has to be backed ulti- 
mately by the police and the armed forces. A 
market economy is by its very nature conducive 
to a high degree of variety and thus offers greater 
scope for continuous progress sustained by a per- 
sistent flow of innovations. A system of free 
enterprise liberates forces which, together with the 
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desire to work and to provide for one’s de- 
pendants, constitute powerful factors ensuring 
economic growth and rising standards of living. 

Turning now to the particular conditions requi- 
site for the working of a free economy, it must be 
mentioned in the first place, that the general 
political framework must be in relatively good 
order. While there is a great deal to be said for 
the advantages of change — though not too fre- 
quent change — in the personnel of governments, 
enabling various groups to participate at different 
times in the administration of the nation’s affairs, 
there ought at any rate to be a certain stability in 
the main principles applied to economic and mone- 
tary matters. As far as monetary problems are 
concerned, it may be just as well to recall what in 
our days are the guarantees of the future value of 
a currency, now that currencies consist mainly of 
notes and demand deposits, i.e. means of credit of 
various kinds. Even when, as in the United States, 
the currency is linked to gold, experience shows 
that, without any change in the official gold price, 
the creation of credit can lead to very appreciable 
increases in the level of wholesale prices and the 
cost of living and thus to corresponding alterations 
in the real purchasing power of the means of pay- 
ments. The fact has to be faced that the value of 
a currency ultimately depends on the determination 
of the authorities to limit adequately the creation 
of new money. The question is, therefore, to what 
extent one can rely on the sense of responsibility 
of the authorities, not only at the moment but in 
years to come, since many contracts — insurances, 
pension arrangements, etc. — cover a period of 
20 years or more. 

Fortunately it is possible to state that over the 
last year or two a much greater unanimity has 
been revealed with regard to the principles of 
monetary policy which should be applied in the 
various countries; flexible credit policies have 
been adopted almost everywhere.' And it has been 
interesting to note that — probably quite deliber- 
ately — questions of monetary policy have been 


1 In this connection the increases in the official discount rates 
and other financial measures taken in the Scandinavian coun- 
tries when they were experiencing balance-of-payments difficul- 
ties in 1954—55 have attracted much attention, since the Labour 
Parties are the dominant element in the governments of all these 
countries. 
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kept out of the campaigns in recent elections in 
both Great Britain and the United States. 

Monetary policy has been mentioned as just one 
example. It is, of course, desirable that a fair 
degree of unanimity should also be reached in 
regard to other aspects of economic policy, for 
otherwise there is always a danger that abrupt 
and perhaps fundamental changes will be intro- 
duced whenever there is a change of government. 
In view of the tendency nowadays in many coun- 
tries to elect “middle-of-the-road” representatives 
whether formally of the Left or of the Right, it 
would seem that there may soon be a relatively 
stable political basis capable of ensuring relatively 
steady economic growth in the countries of the 
western world. 

A second condition for the proper working of a 
free economy is the existence of sufficient entre- 
preneurs. 

At the time of the great inventions which gave 
rise to the industrial revolution at the end of the 
18th and the beginning of the 19th century, it was 
generally members of a new middle class, often of 
a rather puritanical bent, who started and de- 
veloped the firms which manufactured and sold 
the newly-created articles and machines. Much has 
been written about the connection between Cal- 
vinism and capitalism and in more than one way 
this connection is a strange one: whereas quite 
clearly the New Testament considers riches as a 
source of spiritual danger, it would seem that the 
majority of the new entrepreneurs on both sides 
of the Atlantic has regarded advancement in busi- 
ness as a sign of the Lord’s special approval. In 
any case the puritan virtues — love of work, 
orderliness, frugality and diligence — did in fact 
help to bring forth the necessary capital and to 
ensure success in whatever enterprise was under- 
taken. 

Today there is a new class of entrepreneurs — 
the highly trained managers — and whatever their 
faults, they do not seem to lack energy. 

It is an important factor in the economic history 
of the modern world that the populations of the 
underdeveloped countries do not for the most part 
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include any large group corresponding to the ; 
middle class which was the mainstay of industrial — 
development in the west. Instead of relying on — 
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private enterprise, the governments of these coun- 
tries, anxious to promote rapid industrialisation, 
set up nationalised industries run by state of- 
ficials, and fearing that the supply of voluntary 
savings will not be adequate, they look for ways 
and means of extracting “forced savings’ from 
the public. The end of these experiments is not 
yet in sight. Undoubtedly a new class of tech- 
nicians and of managers of various grades is being 
formed, and it may be that with the aid of this 
class there may one day be evolved a system more 
akin to that existing in the western countries. 

A third condition — and perhaps the most im- 
portant one — for the working of a free economy 
is that prices should be allowed to be determined 
in relatively unrestricted markets, which means 
that there must be an effectively functioning 
market system. 

The western world had its fill of controls and 
rationing during the war, and when the shortages 
began to disappear the majority of the direct con- 
trols were taken off. Professor Erik Lundberg, in 
his monumental study of business-trend policy 
from pre 1914 times up to the present comes to 
the conclusion that direct controls over prices and 
production are a very clumsy means of inter- 
vention and that they are definitely inferior to the 
“invisible hand”, i.e. the influence of price changes 
in the markets, by which, as Adam Smith pointed 
out, production is directed in a free economy.* 
Professor Lundberg was a member of the State 
Price Control Board in Sweden during the war 
and was afterwards head of the Swedish Institute 
of Economic Research, so that his judgment can 
be said to be based not only on theoretical analysis 
but also on direct personal experience of how the 


_ methods employed actually worked in practice. 


Principles are put to the test when difficulties 


- occur; and it was in the period of intense boom, 


which began in the autumn of 1954 that the 
authorities in the various countries had to decide 


| whether to seek to restore equilibrium by means 


of general measures of a fiscal and monetary 
nature or whether they would reimpose direct 
controls in the field of foreign trade — controls 
which would involve, in particular, a curtailment 


* See »Konjunkturer och Ekonomisk Politik» by Erik Lund- 
berg, Stockholm 1953. 
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of imports. As we now know, interference with 
foreign trade has in fact been avoided, and in this 
connection the attitude adopted by Great Britain 
is for several reasons of outstanding importance. 
If the British authorities had ceased to rely on 
methods of monetary and fiscal policy the con- 
clusion would have been widely drawn that these 
methods are to be regarded as ineffective under 
modern conditions and must be replaced by direct 
controls imposed by the state. What is done in 
Great Britain is much more important in these 
respects than, for instance, the policies followed in 
the United States — for the simple reason that 
the United States is so large and possesses such 
ample monetary reserves that it need never worry 
about the emergence of a deficit in its balance of 
payments and it might even welcome a deficit, 
since the reappearance of a deficit would help to 
put an end to the ‘“‘dollar shortage’ — whereas 
other countries in the western world, almost with- 
out exception, have to be very careful about what 
happens to their balances of payments. 

It may, however, be asked whether prices are 
any longer a reliable guide. For it can be argued 
that in the modern world price rings and cartels 
and other forms of restraint on trade nowadays 
exert such a strong influence that it is an illusion 
to think that the majority of prices are still de- 
termined on free markets. But in actual fact, when 
one examines the price changes which have oc- 
curred in recent years one finds that competition 
still plays a very considerable role: the importance 
of “services” has increased and the rendering 
thereof is still a matter for free competition ; more- 
over, substitutions are taking place to an in- 
creasing extent, especially as new products appear 
on the market, with the result that the consumer’s 
choice is being widened. And investment is con- 
tinuing at a high rate — which will lead to in- 
creased production of ready-made articles thus 
tending to prevent the artificial shortages that are 
the essence of monopolies. 

The liberalisation of trade works in the same 
direction. Furthermore, the authorities in one 
country after another are taking steps to get rid 
of practices in restraint of trade — and in not a 
few instances they are being helped in this by the 
entrepreneurs themselves. It is, indeed, essential 
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that business people should realise that it is not 
right for them to turn to the government for help 
each time they meet with difficulties in their own 
particular branch. 

Governments too, need to examine their own 
record, for not infrequently it is as a result of 
their intervention that the price system is de- 
ranged. Mention has already been made of the 
“supporting” of agricultural prices; another ex- 
ample is to be found in the field of housing. The 
artificial holding-down of rents is having some 
dangerous consequences, one of these being that 
many houses are no longer being kept properly, 
the resultant capital loss being quite considerable 
in the case of a fair number of countries. Legis- 
lation regarding rent restriction is, however, being 
gradually eased; and even agricultural prices are 
being made more flexible, so that developments 
can be said to be generally tending in the direction 
of freer marketing. 

But if this is the case, how can people be given 
some assurance that in spite of competition prices 
will not rise sharply — or perhaps fall so abruptly 
that production becomes unremunerative and un- 
employment ensues? The public, it may be ar- 
gued, will surely not be willing to allow itself to 
be exposed without any protection to the risks of 
a laissez-faire policy. The answer is that it will 
not be asked to do so, for there have been evolved 
certain guarantees and the existence of these 
guarantees is a further condition for the proper 
working of a free economic system. 

Thus the fourth condition in our list is that 
sensible monetary and fiscal policies should be 
pursued. As the famous English economist Walter 
Bagehot pointed out nearly a hundred years ago, 
“money does not manage itself”. A very important 
step was taken in March 1951 in Washington 
when, with the agreement of the U.S. Treasury, 
the Federal Reserve Banks were once more given 
freedom to conduct a flexible credit policy. It 
seems now to be generally admitted that the mone- 
tary authorities in the United States have made 
good use of this freedom, since the prompt meas- 
ures which they have taken in the various phases 
of the business cycle have made an essential con- 
tribution to the relatively smooth progress of the 
American economy in recent years. When mone- 


tary policy is being considered, attention is often 
concentrated primarily on changes in interest 
rates; these changes are certainly of great im- 
portance, but a number of other measures also 
need to be applied — and such other action has in 
fact been taken as is shown inter alia by the re- 
ports of the President of the United States and of 
the Federal Reserve System, in which much inter- 
esting information is given about the various 
aspects of the policies pursued. 

The return of flexible credit policies has helped 
to restore to central banks a greater freedom of 
action. The general public is getting tired of con- 
tinuous price rises and is beginning to understand 
that there must be some safeguards against exces- 
sive credit granting not only to the private business 
world but also to government agencies. The note- 
issuing institution needs to be as independent of 
government policies as possible; and it is of inter- 
est in this connection to recall that the statutes of 
most central banks do not allow members of the 
government or of Parliament to be appointed to 
their Boards. In the case of Sweden there is no 
such similar restriction, but demands have recently 
been made that the persons appointed to the Board 
of the Sveriges Riksbank should not be members 
of Parliament. 

Monetary policy is coming into its own again, 
but to be effective it must be supplemented by 
appropriate action in the public sector, which now 
constitutes such a large part of most economies. 
For this reason the increase in the British bank 
rate from 41/2 to 51/2 per cent. introduced on 
16th February 1956 was accompanied by measures 
designed to curtail spending in the public sector.’ 


1 Tn the years since the second world war the eftective demand 
both for goods and for funds has been so strong that there has been 
no difficulty in finding investment opportunities for all available 
savings. The particular difficulty which Keynes had in mind — 
namely, that current savings would not be fully invested — has 


therefore not arisen, and Keynes’ recommendations, as expressed 
in his “General Theory” (published 1936), had thus better be — 
forgotten for the time being. But this does not mean that these — 
difficulties may not reappear one day. Lack of adequate monetary i 


demand is a contingency which cannot altogether be disregarded; 
if it were to recur on a dangerously large scale a situation sim- 


ilar to that for which Keynes’s remedies were prescribed would — 


be created and certain exceptional measures would then be called 


for; it is only to be hoped that in this event the injection of fresh ~ 
purchasing power would be made in such a way as to a to 
ing 


maintain the balance between costs and prices, thus enab 
remunerative production to continue 
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It would be going too far to claim that the ideal 
methods of monetary and fiscal policy have al- 
ready been worked out, but much experience has 
been gathered and people are now more ready to 
learn what the proper methods should be. It must 
not be expected, of course, that the steps that have 
to be taken in execution of the monetary and fiscal 
policies will be altogether painless, but they should, 
on the other hand, make it possible to avoid any 
such widespread suffering as that caused by many 
of the depressions of the past. 
This leads us on to the fifth condition, viz. that 
_ arrangements must be made to safeguard general 
welfare, without which no economic system can be 
truly acceptable to the public at large. 
It is of interest in this connection to make a 
comparison with some of the main principles of 
_ biology. We have learnt that the factors which 
_ influence the evolution of the species include not 
_ only the struggle for life, as stressed by Darwin, 
_ but also mutual aid (within the family and the 
_ herd and even as evidenced by the protection 
_ afforded to each other by the trees in a forest, to 
_ mention only a few examples) and these two 
factors must further be supplemented by the ex- 
_ istence of conditions which allow of the occurrence 
_ of variations (or “mutations” as they are called), 
without which there would be no new develop- 
ments. If we translate these findings into economic 
terms, we may say that what is required for prog- 
ress is, in the first place, competition (both in the 
individual markets and elsewhere) ; secondly, the 
welfare state, extending help especially to the 
economically weak; and, thirdly, a general state 
of affairs which ensures that innovations are not 
suppressed but, on the contrary, actively en- 
couraged. Sometimes these different require- 
ments clash with each other and then some kind 
of compromise has to be found. In this connection 
it is only possible to indicate here one general 
problem (for a fuller discussion of such problems 
readers are referred to an article on the subject 
of conditions for economic growth published in 
the April 1954 number of the Skandinaviska Ban- 
_ken’s Quarterly). The crux of the problem before 
us is that although the welfare state has un- 
doubtedly come to stay, it needs to be managed in 
Such a way as to make it compatible with the 
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proper working of the price system and with 
sound finances. 

In addition to the five conditions mentioned 
above there is reason to include a sixth, viz. that 
continuous efforts must be made to ensure that 
the general foundations of the economy are firmly 
established. Law and order must reign and it must 
in particular be possible to rely upon the fairness 
of the courts; taxes must be properly distributed 
and tax laws fairly administered ; trades and pro- 
fessions must be allowed to have their own organ- 
isations, but these must be run in a highly re- 
sponsible fashion and not used for restrictive 
purposes ; proper education must be provided; the 
banking system must be sufficiently solid and 
great attention must be paid in particular to the 
system whereby savings are transmitted to those 
whose business it is to employ them. The list 
could easily be added to. One of the essential 
guiding principles to be observed in all this is that 
in free economies the spirit of private enterprise 
must not be unduly hampered but must be given 
sufficient scope for dynamic action. Recent ex- 
perience provides encouraging evidence of what 
can be achieved; one cannot but be struck by the 
extent to which the economic life of various 
countries has been able to adjust itself to the 
vicissitudes of the war and of the post-war years. 
But the continuance of general prosperity cannot 
be taken for granted. This, fortunately, is widely 
realised, and the latest Economic Report of the 
President of the United States includes a list of 
objectives, consisting of practical steps which need 
to be taken to strengthen the foundations of future 
prosperity. One of these objectives is stated thus: 
“The incentives to work, to save, to invest and to 
venture must be protected and enhanced.” 

* * 
* 


It is often useful to examine what the critics of 
a system have to say about it. The capitalistic 
system as embodied in the free economies has been 
much criticised and its greatest antagonists have 
pointed to what they call its “two fundamental 
weaknesses” : 


(1) In the first place it is said that the system 
will lead to war because the capitalistic 
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countries are bound to fight each other, as 
they have done in the past, for the pos- 
session of markets, especially in colonial 
areas. 

(2) Secondly, it is contended that the system 
will continue to be exposed to devastating 
depressions with widespread unemploy- 
ment. 

The wars will lead to inflation and the depres- 
sions will cause general discontent, under the im- 
pact of which the capitalistic system is expected 
to be destroyed from within. 

There is no doubt that the critics enormously 
exaggerate the importance of colonies as markets, 
but otherwise it cannot be claimed that the criti- 
cism has been wholly unjustified in the past. For 
have there not been within the last fifty years 
the two world wars and the great depression of 
the 1930s? Are there really grounds for hoping 
that more sensible policies will be pursued during 
the next fifty years? 

As far as the danger of war is concerned, ac- 
count has to be taken not only of the deterrent 
effect of the atomic bomb but also of the ex- 
istence of the Atlantic Community, which, through 


its various organisations, should be able to ensure 
that the western countries do not again go to war 
with each other. Perhaps war will have to be 
recognised as an outmoded way of settling con- 
flicts not only between the capitalistic countries 
but between all the countries on this earth. 

As for the danger of another bad depression, 
it would seem possible to state, with a fair amount 
of confidence, that considerable progress has been 
made in this field, especially in the last quarter of 
a century. Not only is there now more insight into 
the workings of the economy and a greater sense 
of responsibility on the part of the authorities and 
also among the organisations representing par- 
ticular interest, but in many countries the economic 
and financial foundations have been strengthened 
by built-in stabilisers and in other ways. No doubt 
fresh problems will arise demanding new solutions. 
Mistakes will be made and difficult situations will 
have to be faced. But with the greater resources 
now available to many of the free economies 
there is no reason to expect that the countries in 
question will fail in their task or that they will be 
rendered unable to extend a helping hand to the 
less favoured regions of the world. 
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MONETARY SYSTEMS AND LIBERALIZATION 
OF INTERNATIONAL TRADE 


BY PROFESSOR IVAR SUNDBOM, UNIVERSITY OF GOTHENBURG 


The gold standard, free currencies and free 
trade 


Tt is a well-known historical fact that the inter- 
national currency system which goes under the 
name of the gold standard came into existence 
simultaneously with the victory of free trade and 
consolidated its position during the second half of 
the nineteenth century. The gold standard was 
the particular currency system of free trade. It 
may also justifiably be said that free trade be- 
came the particular trading system of the gold 
standard. It would, however, be an error to assert 
that the two systems were in all circumstances 
bound together in an indissoluble unity. It is in- 
contestable that this has been the case at certain 
periods, but one can also point to times when the 
gold standard has been combined with substantial 
restrictions on world trade. We shall return to 
this complication shortly. Before doing so we will 

_ devote a few words to a general comparison be- 
tween gold currency and so-called free currency, 
in particular paper currency. 

The advocates of the gold standard were often 
conscious that it was not an ideal currency system. 
If in spite of this they considered it to be superior 
to other systems, it was because they judged its 
defects as the least serious among those which 
experience had shown to be connected with the 
monetary experiments hitherto known to the 
world. The most serious weakness of the gold 
standard was due to the fluctuations in the value 
of gold itself, whether the reasons were to be 
sought on the production side or on the demand 
side. If, however, we compare these incon- 
veniences with those which distinguish the mone- 
tary systems that are independent of gold, we soon 
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find that the latter have been considerably greater. 
The free currencies have to a very large extent 
been dependent on the political leaders of each par- 
ticular country. As governments have discovered 
what exceptional opportunities a managed curren- 
cy offers to the financial policy of the Govern- 
ment, there are great risks to the value of money. 
The experiences from the period before the in- 
troduction of the gold standard pointed fairly 
uniformly towards the conclusion that a free 
currency presents a permanent risk of inflation. 
Moreover, the fact that the paper currencies were 
not subject to international restrictions caused the 
inconvenient tendency towards inflation of various 
strength in different countries of the world. This 
in its turn created special difficulties for the 
determination of the exchange rates and thereby 
for international trade. The greater part of the 
trade restrictions of former times had their origin 
in the isolated and therefore very uneven in- 
flation which affected the various currencies. 
The more perceptive of the supporters of the 
gold standard understood, however, that the obyi- 
ous advantages which gold possessed in relation to 
free currencies as regards the stability of exchange 
rates and the maintenance of the value of money 
must be weighed against the particular weakness 
of another kind which the gold currency evinced 
at certain periods. This was its undeniable tenden- 
cy to favour deflation. Especially in periods when 
the production of goods was growing faster than 
the production of gold, continued expansion was 
hindered by the scarcity of gold. When the prices of 
goods fell, this had a restrictive effect on inter- 
national trade. The connection between the gold 
currency and free trade, pointed out above, is thus 
not to be regarded as something selfevident. On 
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the contrary, there is a connection between the 
periods of falling prices caused by gold scarcity 
and the growing protectionism which came in 
evidence during the same periods. The decade be- 
fore the discovery of the new gold fields in South 
Africa in the middle of the 1890’s provides an 
example of this. 

The circumstances in which we find ourselves 
at the present day give us reason to ponder over 
the significance of the weakness in the gold stand- 
ard which has been pointed out above. We may well 
ask ourselves whether a monetary system must, by 
some sort of inner compulsion, either give rise to 
inflation or to its opposite, deflation, but on the 
other hand seldom tends towards stability. We 
cannot discuss this extensive problem here. Our 
main concern is with the liberalization of foreign 
trade. If we start from the assumption that freer 
trade is a desirable aim we can pose the question : 
What qualities should be attached to a monetary 
system which would promote world trade? So far 
we have only indicated that in favourable circum- 
stances the gold standard possessed such qualities. 
As far as free currencies are concerned it may be 
said that their virtues as promoters of free multi- 
lateral world trade have never been particularly 
obvious. It should, however, be pointed out that 
this does not justify a doctrinaire choice between 
one monetary system and the other. One obstacle 
lies in the very fact that the general descriptions 
“gold standard” and “free currency” in fact cover 
quite a variety of different monetary systems. 
There is in reality not one gold standard system 
but several; and there is even greater variety in 
the systems concealed behind the general term 
“free currency”. 


Conditions for the unification of a currency 
and trade system 


In order to explain the purport of the problem 
we are now going to deal with, we can take as our 
starting point a very recent economic situation. As 
everyone knows, during the years 1953—1954 
there was a slight recession in the United States. 
It was feared that this would have repercussions 
in Europe and in other parts of the world. The 
slight malaise from which the American economic 


system was suffering would, it was thought, ap- 
pear in other countries in a much more virulent 
form. Fortunately this did not happen. The boom 
outside the United States went forward unchecked 
by external influences. The diminished demand 
caused by the recession in the U.S. was offset by 
increased demand in the rest of the world. Thus 
from the viewpoint of the world economy as a 
whole the period in question cannot be described 
as one of recession. 

Generalizing from this experience, we can see 
that an international economic system of which 
the ‘most important characteristic is that forces 
which have a contracting effect in one quarter 
are offset by forces which have an expansionist 
effect in another has the best chance of preserving 
stability. If we disregard the part played by trans- 
port costs, the tendency in a unified world econo- 
my is that the prices of goods calculated according 
to fixed exchange rates are at the same level in 
all places. If the prices of goods rise for some 
reason within certain areas, these areas immedi- 
ately become a good market for other areas with 
lower prices. The exchange of goods and services 
between high-price and low-price areas shows a 
balance to the advantage of the latter and the dis- 
advantage of the former. The situation is regulated 
by changes in the trade relations. In the inflation 
areas the increase in imports and the fall in the 
demand for export goods has a damping effect 
on the raising of prices, and in the deflation areas 
the increase in exports and the diminished supply 
on the home market tends to raise prices. 

The international equalization mechanism here 
indicated functions more rapidly if the credit con- 
ditions in the different areas within the unit 
supplement one another. A raising of the rate of 
interest in the areas having a negative balance in 
their trade relations which is offset by a fall in 
the rate of interest in the areas with a positive 
balance has an equalizing effect on the flow of 
goods. In a context of liberalized trade relations 
it is not the fact that the inflationary and de- 
flationary tendencies referred to above will ex- 
press themselves in any marked differences in the 
price levels. Instead it is the differences in inter- 
est rates, reflecting the local differences in the 
capital market, which will cause the mutual trade 
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relations to shift towards a new equilibrium. 
Saving in one area which is not utilized for invest- 
ment on the spot, and therefore involves a tenden- 
ey to diminished incomes and purchasing power, 
is transferred to other areas where the situation 
is the opposite. The inadequate saving of these 
areas is supplemented by imported capital which 
makes possible an increase in investment and in- 
comes that has no inflationary tendency. 

The supporters of the gold standard considered 
that the international equalization mechanism ob- 
tained definitive guarantees through gold move- 
ments. In the last resort the payments between the 
countries must be settled in gold. When inter- 
national credits did not function quickly enough 
it was the role of gold imports or exports to level 
out the tendencies to discrepancies in price levels. 
For this it was a prerequisite that trade should be 
able to follow gold without hindrance. Exports of 
gold were followed by imports of goods and these 
in their turn by new exports of gold, and by this 
“circulation” of gold it became impossible, with 
fixed exchange rates for different areas to have 
markedly different commodity prices. 

One consideration which especially concerns the 
classical gold standard has frequently been neg- 
lected and should be referred to in this connection. 
Because currencies were convertible in a uni- 
versally accepted means of payment, gold, eco- 
nomic fluctuations were damped down and weak- 
ened. As international trade is multilateral, it is 
probable that “inflation areas” and “deflation 
areas’ will be distributed fairly evenly over the 
great world market. If marketing difficulties arise 
in a deflation area it is easier to counteract a 
cumulative contraction if there is a choice be- 
tween a number of expansion areas to which ex- 
ports can be directed. If exports are assisted by 
credits to suitable marketing areas the diminished 
sales on the home market or in other deflation 
areas are compensated for. The effect of this be- 
comes greater if capital movements are facilitated 
by the lowering of the rate of interest in the home 
market area and its being raised or at least main- 
tained in the market desired for exports. The 
differences in interest rates between various parts 
of the world market will vary in size. So long as 
the trade is free and multilateral the direction of 


the flow of goods is affected by these differences 
in interest levels and the effects of local depres- 
sion areas are thereby mitigated. It also counter- 
acts excessive boom conditions in other areas and 
therefore contributes to a more even development 
from the point of view of the world economy as 
a whole. 


Possibilities of an international system of price 


formation which would create equilibrium 


It will have indirectly appeared from what is 
said above that the difficulties for international 
trade consist mainly in the fact that the price 
movements are of a one-way character and are 
spreading uniformly over the whole international 
field. The rules of the game are made unworkable 
both by an internationally diffused inflationary 
tendency and by a similarly spread deflationary 
tendency. Changes in credit and interest rates 
which take place in the same direction and to the 
same extent do not have the levelling effect which 
occurs when credit policy is carried on in opposite 
directions in different parts of the field. Experi- 
ence has taught us that trade restrictions flourish 
both in times of general inflation and in times of 
general deflation. If we are to be able to free 
trade and to utilize the advantages of international 
division of labour to the full, it is therefore urgent 
to prevent the prevalence of one-way and cumu- 
lative tendencies. 

The primary requisite for international stabili- 
zation is co-operation among the different coun- 
tries. As Alfred Marshall said®at the end of last 
century we must place our hopes in a slow but 
perceptible effort to allow international interests 
greater importance than national ones. Marshall 
presumed that “the time will come when it will be 
thought as unreasonable for any country to regulate 
its currency without reference to other countries 
as it will be to have signalling codes at sea which 
took no account of the signalling codes at sea of 
other countries” (A. Marshall, Official Papers, 
p. 135). During the period following the second 
world war many measures have been taken in the 
monetary as well as in the foreign trade field 
which go in the right direction; but it involves 
no underestimation of the results achieved by the 
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various newly created international institutions if 
we say that much remains to be done. 

Here I propose to draw attention to a special 
factor in the international efforts, namely price 
formation. There has long been a tendency to give 
this, both nationally and internationally, a subordi- 
nate role in the national economy. The basis for 
the mistrust of price formation under conditions 
of competition has been that it has been regarded 
as leading to an “equilibrium with less than full 
employment”, where the unemployment cannot be 
eliminated by the forces and counterforces of the 
market itself. A reduction of prices can only take 
place as a result of a contraction of total demand 
which in turn leads to a fresh diminution of de- 
mand. The adjustment, for example, of wages ac- 
cording to the requirements of the market is use- 
less, as in a situation of falling commodity prices 
real wages remain unchanged, and the unemploy- 
ment which already exists will therefore persist. 

First and foremost we may ask whether the 
cumulative fall in demand is among the economic 
consequences which monetary policy cannot avoid. 
If we now take the view that it is theoretically and 
practically possible to build in a stabilizer in an 
economic system which rests upon free price for- 
mation the situation appears different. Provided 
that total demand is maintained by the use of 
monetary policy means, a reduction of money 
wages need not lead to reduced prices. The de- 
mand of business enterprises for manpower will 
then not be reduced and the cumulative process 
will not take effect. Even if money wages are un- 
changed they can Se flexible from point of view of 
the social economy. If the productivity of work 
grows with given money wages and a monetary 
expansion corresponding to the increase in pro- 
duction takes place an increased demand for man- 
power cannot fail to appear. The static attitude 
which distinguishes the construction “equilibrium 
with less than full employment” and the con- 
clusions which are drawn from it as regards the 
lack of effect of the flexibility of wages does not 
tally with the more dynamic conditions which 
characterize a system of free price formation. The 
decisive factor is that the latter should be sup- 
ported by a monetary policy which does not allow 
total demand to shrink. Whereas price formation 


is an expression of the economic necessities which 
we call economic laws, economic policy belongs to 
the constellation of data which can be selected 
more freely. It would therefore be a question of 
creating such conditions that price formation can 
make possible a balance between the conflicting 
forces in the economic system. 

What has been said above about centraction 
applies mutatis mutandis as regards the general 
increase in demand. If the price formation is to 
function, the cumulative expansion tendencies 
must also be held in check by employing economic 
policy to stabilize total demand. It is not necessary 
to elaborate this further, but it may be pointed out 
that the full employment which it is desired to 
achieve through measures of economic policy has 
no prospect of success unless it forms a comple- 
ment to the pricing system. If, for example, wages 
are higher than is justified by the market situation 
there is no other method of preventing employ- 
ment than monetary expansion which raises the 
price level and thereby lowers real wages. It is 
only when real wages correspond to the demand of 
the market that full employment will be realized. 
It is therefore in reality the pricing system, es- 
pecially if it is not counteracted by monopolistic 
restrictions, which brings about the balance. The 
increase in demand has only the secondary task of 
transforming nominal wages and other prices 
which are fixed in contradiction to market con- 


ditions into wages and prices which will create 


equilibrium. 

If we now start from the assumption that the 
free pricing system ought to resume its traditional 
place in the economic system, internationally as 
well as nationally speaking, it is essential that the 
individual states co-ordinate their economic poli- 
cies so that the greatest possible stability of total 
demand is maintained. This co-ordination, how- 
ever, need not take the same forms as in the 
period of the classical gold standard. The main 
thing is that such rules should be evolved and 
fixed that an international system of price for- 
mation can work efficiently. Here the liberali- 
zation of international trade is the most active 
and effective means. However desirable a solution 
of the problem of the convertibility of currencies 
may be, it is only such foreign exchange measures 
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as will directly contribute to freer trade that have 
any real significance. If a large country gives 
foreigners who are selling their goods on its mar- 
kets the unhampered right to convert their current 
receipts in the currency of that country into the 
currency of a third country, the advantage of this 
facility is not especially great if it compels the 
country to impose quantitative import restrictions 
in order to reduce the flow of foreign exchange 
to the third country. Convertibility only assumes 
a meaning when the country can receive imports 
without restriction and is in a position to give 
creditors a free choice of currencies for their own 
purchases. . 

Convertibility is an effect rather than a cause 
of the fact that trade relations can freely be 
evolved in conformity with price formation. A 
situation where the flow of goods and payments 
adjust themselves according to the world market 
situation presumes that the individual countries 
will keep their shares of the total demand within 
the limits which make general equilibrium possi- 
ble. The interplay of forces involves an adjustment 
of consumption and investment within the coun- 
tries so that from the viewpoint of the world 
economy as a whole the demand is as stable as 
possible. For this it is necessary that the price for- 
mation should give clear indications when dis- 
turbing tendencies are making themselves felt. 
The only reliable symptoms, internationally speak- 
ing, of this is the development of the balances of 
payments. When consumption and investment are 
carried too far in a country there arises a demand 
surplus which among other things is directed to- 
wards imported goods, so that the balance of pay- 
ments which shows the relation between current 
income and expenditure abroad displays a deficit. 
When on the other hand the country’s resources 
are not absorbed by income formation owing to 
too low investment and consumption there occurs 
a supply surplus which leads to increased exports 
and a surplus in the balance of payments. With a 
real integration of the economies of the different 
countries, policy must seek to strike at the causes 
of the disturbances, of which the surpluses and 
deficits of the exchange balances are symptoms. 

_ A rapid and well-directed intervention which has 
_ due regard to the causes has a good prospect of 
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success becattse it can be supported by the auto- 
matic forces in the economic system acting in the 
direction of equilibrium. If on the other hand the 
policy pursued is based only on the symtoms, and 
the correction of the balances of payments is 
brought about by direct controls, the self-adjusting 
forces are rendered ineffective. The type of equi- 
librium which is achieved with import quotas, 
currency licenses etc., is entirely illusory. In re- 
ality it means that a condition of disequilibrium 
already existing in the international economy and 
in the individual countries is rendered permanent. 

One consequence of the integration must be 
that for all countries the effective functioning of 
the international price formation must be regarded 
as a more important objective than all the varying 
and mutually conflicting aims which have long 
characterized their domestic policies. A review 
and revision of domestic objectives is therefore 
the first stage on the journey towards internation- 
al co-operation. After the co-ordination has made 
sufficiently great progress and the economic poli- 
cies in the individual countries have been brought 
closer to a common principle and been made free 
of those features that hinder the equalizing me- 
chanism of the flow of goods and payments, the 
various practical problems which concern the con- 
vertibility of currencies, the rates of exchange and 
liberalization may be attacked from a more secure 
basis. So, for example, the reintroduction of flexi- 
ble rates of interest in an increasing number of 
countries during recent years is a step towards the 
goal. 


Liberalization and the formation of currency 
blocs 


Among the advantages of the classical gold stand- 
ard was the fact that the gold currency represented 
a purchasing power which was not regionally 
limited. In this way it helped to ensure that the 
trade relations between the countries were open 
and multilateral. 

Bilateralism means a closed exchange of goods 
between pairs of countries and therefore radically 
limits the purchasing power of the different cur- 
rencies. Even a multilateral exchange which takes 
place within a regional currency area limits pur- 
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chasing power. The negative and positive balances 
which arise in the balances of payments of the 
members can, it is true, be levelled out, but never- 
theless the union constitutes a closed, not an open 
economic system. It is, however, clear that a closed 
currency area, even though it may permit a certain 
amount of multilateralism, does not represent a 
satisfactory solution. This is particularly evident 
when members of the union have previously had 
active trade relations with areas outside the union. 
If a member country which has had a large import 
surplus in relation to a country outside the union 
must redirect part of its imports to the union in 
order to have a bilateral equalization of its trade 
with the non-member country, this may involve a 
severe drawback. The same may be the case for 
another member in the case of a traditional ex- 
port surplus to a non-member country. Although a 
currency and payments union has advantages over 
pure bilateralism, its regional limitation never- 
theless means that equilibrium cannot be reached 
without quantitative controls within the system 
and vis-a-vis countries outside the system. This 
means that the structure of the union’s trade re- 
lations in reality encourages a situation of perma- 
nent disequilibrium which must be brought under 
control with the aid of the whole arsenal of symp- 
tom-combating means. 

The causes of the lack of equilibrium cannot be 
dealt with otherwise than by giving the payments 
union an open economy under which an adjust- 
ment towards outside countries can take place. A 
natural equilibrium presumes a co-ordination in 
economic policy over as large areas of the world 
economy as possible. It is not sufficient that there 
should be created international organizations which 
work out highly developed methods for co-oper- 
ation. It is also necessary that the automatic forces 
should really bring about an expansion of pro- 
duction and trade. 

The condition for such a result is that all busi- 
ness agreements which are profitable both from the 
buyer’s and the seller’s points of view should be 
rendered possible by ensuring that the scope for 
the cancelling out of positive and negative balances 
in the countries’ exchange of goods and services 
is sufficiently great. The main point of interest 
will then lie in the levelling out of the prices in 


the whole trading area, whereas the size of posi- 
tive and negative balances in relation to other 
countries will become a subordinate question. So 
long as there are guarantees that a clearing of these 
can always be effected they do not constitute any 
problem. 

A liberalization of foreign trade is most diffi- 
cult to carry out when it concerns a narrow cur- 
rency and trading area. A country with inflation- 
ary tendencies is placed in an untenable situation 
if it frees its trade unilaterally and it is not certain 
that the result will be better if the liberalization 
concerns only a few members in a union. The 
more states that simultaneously liberalize their 
foreign trade the greater is the prospect of suc- 
cess. The increased imports in each particular 
country can then be offset by increased exports. 

In addition there is an important effect of the 
liberalization efforts. Those countries which for 
internal reasons have too large a demand for im- 
ports are forced to revise their policy. The same 
is the case with countries where the demand for 
imports is too small. As the object of the liberali- 
zation is, of course, to reduce the quantitative 
controls, in both cases the countries have no choice 
but to tackle the causes of the lack of equilibrium. 
They cannot content themselves with taking meas- 
ures which attack only the symptoms. It is also of 
importance to recall what was said earlier, namely 
that in their efforts to adjust their economies to 
one another the countries do not at all need to 


enter into conflicts of interest. On the contrary 


a judicious and determined attack on the causes of 
the lack of equilibrium means that the countries 
in various positions of equilibrium disturbance 
will assist and support one another. The more ex- 
tensive the liberalized trading area is the more 
these countries will support each other. 

A policy which narrowly confines itself to 
national or regionally limited objectives, on the 
other hand, creates conflicts. One country tries to 
obtain advantages at the cost of the other and a 
stable and natural balance between different in- 
terests cannot be achieved in this way. 

The success in co-ordinating the economies of 
the countries can be seen not only in the fact that 
an increasing number of countries participate in 


international collaboration but also in the fact that — 
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the main part of the trade relations is borne by 
individual firms and persons in different parts of 
the world. When trade agreements are no longer 
concluded in detail as isolated payments and ex- 
change agreements between two or a few govern- 
ments, the reasons for disputes are whittled down 
and thereby become less serious. The object of 
the agreement will be only to fix the rights and 
obligations of the individuals concerned towards 
each other on the basis of the principle of parity 
of treatment for all. At the same time that trade 


agreements give freer scope to private initiative, 
a stop is put to national or regional limitations of 
purchasing power in the currencies of the coun- 
tries. The conditions for making these currencies 
convertible not only with each other but also 
against goods in all parts of the great market are 
then once more favourable. After the rates of ex- 
change have been fixed in closer agreement with 
internal conditions in the various countries it may 
be said that each currency represents a purchasing 
power which is of universal validity. 
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EXPERIENCES OF LONG-TERM PLANNING 
IN SWEDEN 


BY JAN WALLANDER, DR PHIL., THE SWEDISH INSTITUTE FOR INDUSTRIAL, 
ECONOMIC AND SOCIAL RESEARCH, STOCKHOLM 


The period covered by the long-term programme 
of 1950 has now come to an end.! This justifies 
perhaps our examining the question of how far 
the programme has accorded with the actual facts 
— all the more so as a new committee of experts 
has been set up and is now engaged in drafting 
a long-term programme for the period 1956—60. 

However, before we contrast the reality with 
the programme we may be justified in asking what 
its object really was. Was it intended to produce 
a plan for utilizing the real resources during the 
next five-year period? A plan that was to be car- 
ried through with available funds by the Govern- 
ment, and which was also, therefore, to be the 
guiding principle of its economic policy? The 
answer to this question is neither Yes nor No but 
lies somewhere in between. 

The members of the Committee were themselves 
at pains to emphasize that it might be “inexpedient 
and harmful to peg the economic policy at long 
range to too rigid and detailed a schedule for the 
real economic development. Rather, the idea has 
been primarily to indicate a general objective for 
their deliberations in conjunction with the yearly 
task of drawing up the budget...” (The Com- 
mittee’s report p. 106). It was also emphasized 
that the possibilities to realize the programme 
must depend on the future economic and political 
situation. 

The Government never adopted any definite 
attitude towards the programme, but the Minister 
of Finance confined himself to giving notice of 
its existence in the Budget for the financial year 
1952. He states there that the programme is only 
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to be conceived of as a “general discussion on the 
principles to govern a long-term policy” and that 
it was intended “‘to serve as a guide to the future 
framing of economic policy, being weighed against 
other existing aims”. 

In recent years there has been a distinct tenden- 
cy to refer to the long-term programme when it 
has been a matter of giving reasons for the 
economic policy pursued. This is 7.a. evident from 
several national budgets. In the autumn of 1955 
the Minister of Finance further stated in his 
terms of reference to the new Long-term Planning 
Committee that ‘‘on the whole the economic policy 
in recent years has been consistent with the in- 
tentions of the Long-term Planning Committee, 


and it can now be claimed that the reality corre- - 


sponds very closely to the estimates of the Com- 
mittee”. 


It would seem, then, that the answer to the | 


above question is likely to be nearer Yes than No. 
The programme has really become an objective 
for the Government’s economic policy and it is 
believed to have successfully fulfilled its aims, 
though this is a conclusion that is by no means 
self-evident. 


Programme and reality 


The Committee’s long-term programme (in the 
following abbreviated LP) was based on the belief 
that production would probably show an average 
annual increase of 3 per cent. It was intended that 
the additional margin thus made available would 
be used in the first place to increase the invest- 
ments. Further, a heavy rise in consumption in 
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the public sector was considered to be inevitable. 
These objectives led to the conclusion that con- 
sumption in the private sector could only be per- 
mitted to increase on a very limited scale. More- 
over, stress was laid on the need for “a rigid and 
active economic policy’, so as to keep demand 
within the limits recommended by the Committee. 
Another highly essential target was to increase the 
foreign exchange reserve. ; 

The following table gives in respect of the main 
items of the balance of resources the average 
annual increase during the period 1951—1955, a) 
according to the long-term programme and b) 
according to the figures now available.t In order 
to indicate the order of magnitude of the different 
items the position during the base year is also 
shown according to the Long-term Planning Com- 
mittee. 


Mill. Kronor Average annual increase 


in 1950 during 1951—55 in % 
Acc. to LP Actual 
Gross national product 31500 3 2.6 
Investments. .. . 8 610 4.5 4.9 
Public consumption 3 370 5 5.6 
Private consumption 19 580 1.2 2.2 


The calculations in the table are based on the 
values converted into the prices current in 1950. 

As the table shows, there are not inconsiderable 
divergences between programme and reality. Pro- 
duction has developed less favourably than the 
Committee had hoped. However, this has not had 
the result which the Committee had envisaged, 
namely, that under such circumstances the efforts 
to increase investments would have to be called 
off. Instead, they have increased by 4.9 per cent. 
as against an estimated 4.5. At the same time the 
consumption in the public sector rose beyond the 
scheduled figure. Under such circumstances one 
might have expected that the increase in private 
consumption would have been further reduced. In 
actual fact, however, as the table shows, the con- 


* The calculatious serving as a basis for the table and figures 
quoted in the following pages are based on the national 
accounts published by the Institute of Economic Research and 
On certain additional data kindly placed at my disposal by the 
Institute. The particulars now available for 1955 are only 
preliminary. They will no doubt be subject to some adjust- 
ment, though it cannot change the trend of development for 
the five-year period as a whole. The calculations have | een 
made by Géran Albinsson, of the Swedish Institute for In- 
dustrial, Economic and Social Research. 
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sumption increased by almost twice as much as 
the programme foreshadowed. 

It may well be asked how under these circum- 
stances the equation works out. On all points the 
demand has manifestly increased more than the 
gross national product. One of the explanations is 
the fact that there has been no increase in the 
foreign exchange reserve. According to the Com- 
mittee, efforts should have been made to increase 
the reserve so as to bring it up to a level corre- 
sponding to at least 4 months’ imports. At present, 
however, it does not reach more than approximate- 
ly 3 months’ imports. This has provided scope for 
an increase in consumption or investment. 

Nor has there prevailed during the period the 
stability of prices which the Committee had as- 
sumed. The domestic consumer price level rose by 
32 per cent. between 1950 and 1955. Prices on the 
world market have also gone up sharply. In this 
case the increases have largely been to our ad- 
vantage as the prices of our export products have 
risen more than the import prices. Thus, taking 
the period as a whole, the export prices went up 
IO per cent. more than the prices of imported 
goods. In this way we have made very substantial 
profits. For the entire period an addition has been 
made to our national economy to the extent of 
Kr. 4,500 million at current prices. 

Finally, it may be worth mentioning that, so far 
as can be judged, no increase of stocks has taken 
place during the period on the scale contemplated 
by the Committee. This fact still further enhances 
the possibilities of increasing consumption and 
investments. 

Different persons may, of course, be expected to 
hold quite different opinions as to how far the 
programme and the reality may be said to be in 
accord. However, the view that the Long-term 
Committee’s calculations have tallied “very close- 
ly” with the actual development seems to be de- 
cidedly far-fetched. At the same time, seeing that 
prices were subject to considerable changes during 
the period it is quite obviously difficult to make 
any comparison that can really claim to be fair. 
Naturally, the members of the Committee could 
not take such changes into consideration, so that 
it is impossible to tell how their programme would 
have looked if they had been able to foresee the 
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trend in that respect. On one point, however, they 
gave some hints, namely, when they discussed the 
possibility of an improvement in our terms of 
trade, considering that in that case an endeavour 
should be made still further to increase the foreign 
exchange reserve. This emphasizes the lack of 
agreement in regard to the foreign exchange 
reserve that exists between programme and reality. 

The main stress in the long-term programme 
may be said to be laid on investments. It was 
considered to be the primary task of the Govern- 
ment’s economic policy to endeavour to bring 
about an increase in that field and a detailed 
schedule was submitted showing how it was 
thought that this increase should be spread over 
the various types of investment. During the past 
years the economic policy has in fact been aimed 
primarily at influencing the size and the scope of 
the investments. It may therefore be worth while 
dwelling at some length upon the question of how 
matters have developed in this field. 


The development of investments 


As we saw from the above table, the invest- 
ments had shown a steeper rise than the pro- 
gramme anticipated. In actual fact, however, it may 
be said that the deviation in this respect was wider 
between programme and reality than is apparent 
from the table. When the question of investments 
was dealt with in the Committee they were divided 
up into “repairs and maintenance” and “new and 
reinvestments’. It was the latter group that inter- 
ested the Committee most and for which a detailed 
scheme was drawn up. Repairs and maintenance, 
on the other hand, would, it was imagined, con- 
stitute a fixed proportion of the national product. 
Now, however, this proportion has decreased 
somewhat. The proportion of new investments has 
therefore undergone an even sharper rise than 
would appear from the table. According to the 
programme, between 1950 and 1955 their share, 
calculated in terms of unaltered prices, would in- 
crease from 18 to 20 per cent. of the national pro- 
duct, whereas, in actual fact, last year they repre- 
sented nearly 22 per cent. of the gross national 
product. 

How the Committee thought that the various 


types of new investment would develop will be 
seen from the following table: 


Base year Average yearly Estimated 
Investments sector 1950 increase in investments 
mill. kr? 195I—1955 in 1955? 
over 1950 
Agriculture’... 7. . 438 fo) 435 
Industry proper . . 1524 ° 1525 
Power& public light- 
supply works . . 433 35 500 
Trade . Aiea ¢ 92 50 175 
Communications . 730 125 935 
Housing|) =.) en. I 304 280 1815 
Social welfare, 
schools, institu- 
tional establish- 
ments, etc, . . « 380 200 710 
Roads, streets, water 
& drainage .. . 327 130 540 
Defence.) a) maces 447 150 685 
Total 5 675 970 7 320 


When it comes to comparing the Committee’s 
figures with the actual development we are at once 
confronted with the difficulty that the data now 
available regarding the size of the investments in 
1950 — the base year for the forecast — are 
widely divergent from those on which the Com- 
mittee based their estimates. This is clear from the 
following table, which gives the Committee’s fig- 
ures compared with the latest computations of the 
Institute of Economic Research, which are pub- 
lished in “Konjunkturlaget hosten 1955” (The 
Economic Situation in the Autumn of 1955), 
Series A: 28. 


Investments in 1950 


Investments sector LP’s' Data given LP = 
data in A:28 A:28 
Agriculture s <0 sas 438 4IL + 27 
Industry proper. .... 1524 1 483 + 41 
Power & public light-supply 
WROLKS/ ce ka een a 433 394 + 39 
EPAGE! 2, caiepaMbade ts) oe Ms 92 93 — er 
Communications .... 730 g2l —I19t 
PLQOSINI ree ee «xa eye I 304 I 305 — aE 
Social welfare, schools, in- 
stitutional establishments, 
Clomrceee "x os ict os Pea 380 384 ae 
Roads, streets, water & 
Grainage’ rit. War Weeks 327 326 beet 
iefence “5.2 tc. 55 oe une 447 391 + 56 
Total 5675 5 708 — 33 


1 All the figures in the following table relate, where not 


otherwise stated, to million kronor and are calculated in terms 
of the prices in 1950. 

® The figures in the Jast column of this table have been 
worked out on the basis of the information given by the 
Long-term Planning Committee as to how it was thought that 
the total new investments would develop during the individual 
years. In respect of the separate items, the estimates will there- 
fore suffer from a certain amount of undependability. On 
this point see p. 77 of the Committee’s Report. 
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As the above table shows, in actual fact even 
during the base year the investments in com- 
munications were nearly Kr. 200 mill. above what 
the Long-term Planning Committee had con- 
sidered probable. Actually the level which the 
Committee thought would not be reached until 
five years later was already attained in 1950. The 
differences are smaller in the other items. The 
underestimation of the item Communications is 
offset by an overestimation of the investments in 
agriculture, industry, power and public light-sup- 
ply works and defence. 

The differences thus observable are due to the 
fact that the estimates of the size of the invest- 
ments during any given year are gradually ad- 
justed by the Institute of Economic Research ac- 
cording as better statistics become available and 
the methods of calculation are improved. If we 
follow in detail the estimates of the Institute of 
Economic Research year by year we find that 
considerable adjustments have been successively 
effected to the different items and that the same 
item may have been adjusted both upwards and 
downwards on the various occasions when the 
figures were revised. 

The fact that there are two estimates of the size 
of the investments during the base year for the 
programme makes it difficult to form any definite 
idea as to how it has corresponded to the reality, 
since it cannot be said to be clear what the com- 
parison is to be made with. We may put the 
problem like this: What would the Long-term 
Planning Committee’s programme have looked 
like, had the Committee known where they stood 
when they drafted their programme? It is of 
course impossible to obtain an objective answer to 
this question. It should be added, however, that 
in regard to most items the difference between the 
various estimates of the investments during the 
base year is not so wide as actually to make a 
comparison more difficult. 


1The problems discussed here are also of importance for 
drawing the comparisons between programme and reality that 
have previously been made in this article. In regard, however, 
to the total categories dealt with there the difference between 
the Long-term Planning Committee’s data and the latest availa- 
ble estimate is relatively small, so that the question in that 
context is not one of very great significance. The figures given 
there showing the rising trend in the actual development are 
based on the latest available information about the situation 
during 1950. 


Although, then, it cannot be said that there is 
any objectively correct way of making a com- 
parison between programme and reality, it is 
nevertheless possible in various ways to gain a 
fairly good idea as to how far the programme has 
“kept in harmony”. 

In the first place we can take as a working 
hypothesis that the prime factor for the members 
of the Committee was the absolute amounts of 
investment which according to the programme 
they had imagined would be spread over the 
various investment sectors during the next five 
years. If we make a comparison on that basis, that 
is to say, study the difference between the actual 
development and the absolute figures indicated by 
the Committee for the different years, we get the 
following result. 

Difference between 
actual development 


and LP total 
for the period 


Investments sector 


195I—1955 
VMpgfa iti, Go ft. 0.6 OC — 239 
Industry, propery eget u-te enn else —1035 
Power & public light-supply works + 278 
‘Trade. 79. 0G are cee Serkexoa es + 89 
Communications) (opts es) +2180 
je loyiS hi} city eee dds So. Geis cy SLA ONd — 998 
Social welfare, schools, institutional 
establishments, etc. ...... — 230 
Roads, streets, water & drainage. . . 1 BRI) 
Defences.) see ts ea + 48 
Total + 375 


If, then, we use this method of comparison we 
find that the total industrial investments during 
the period were about Kr. 1,000 mill. lower than 
the Committee had foreshadowed. At the same 
time the investments in “Communications” were 
approximately Kr. 2,000 mill. higher. Further, the 
investments in “Housing” and “Social Welfare, 
ete.” turned out to be very much lower than the 
Committee had recommended. As will be seen from 
a comparison with the immediately preceding table, 
the difference between programme and reality in 
respect of the various investments sectors amounts 
to between half a year’s and an entire year’s in- 
vestments. In regard to “Defence”, however, the 
difference is very much less, whereas in “‘Com- 
munications” it is far greater. On the other hand, 
taking the Investments Sector in its entirety, the 
agreement is close if we reckon in absolute figures. 
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Now the objection may be raised against this 
method of comparison that the prime factor taken 
by the Committee was not the absolute amounts 
during different years but the increase that it was 
imagined would take place in the different cases. 
According to what has been said above, this in- 
crease in the case of ‘‘Communications”, for in- 
stance, would amount to an average of Kr. 125 
mill. per annum during the period. If we add this 
increase to the figure we have now got for the 
situation in 1950 and deduct it from the figure 
representing the actual investments, we obtain the 
following result. 

The difference between 
the actual increase and 


the increase estimated in LP. 
Total for the years 


Investments sector 


1951—$5 
Payee oS Aye) Gy 8 mo. oe ec — 104 
Undustry properae oy ie bie) ew ita == tp) 
Power & public light-supply works + 473 
TELOGGY frock telus. os Rose aSare wis aah a Tee oA 
Communications (9. 2. + = - : +1225 
LOUSITIO men ter Aan ste Brians tag 90 :e hes —1 003 
Social welfare, schools, institutional 
establishments, €tG. 300.5 3 17) 6 2 O) 
Roads, streets, water & drainage. . . +. 287 
Defence yeah care cee aera oe eine + 328 
Total +) 210 


A comparison on these lines gives, on the whole, 
the same result as the preceding method. As far 
as “Communications” are concerned, however, the 
gap between programme and reality is reduced to 
just over Kr. 1,200 mill. On the other hand, for 
the groups “Power & public light-supply works” 
and ‘‘Defence’’, the gap widens appreciably. 

There are, however, further possibilities of 
interpreting the long-term planners’ intentions. 
For instance, it may be maintained that the main 
consideration was the relative increase in the 
various investment items. A comparison on those 
lines, then, would imply that from the Committee’s 
figures were worked out the percentages for the 
annual increase which the Committee thought 
likely for the different investment items. Then, on 
the basis of these percentages and the information 
we now possess regarding the situation in 1950 a 
series would be worked out that could be compared 
with the actual development. If we make this 
calculation we find that in the great majority of 
cases the difference between programme and 


reality is virtually the same as in the foregoing 
table. In the case of “Communications”, however, 
the difference is reduced to just over Kr. 1,000 
mill. Likewise in the case of ‘Power & public 
light-supply works” and “Defence” the difference 
is a good deal less than in the above table. 

So that, however much we twist and turn the 
comparison about, we arrive at practically the 
same result.1 We get a fair measure of agreement 
for the Investments sector as a whole, but in the 
individual items the deviation from the programme 
is striking. One of the main ideas in the pro- 
gramme was that the investments in housing and 
institutional establishments should be increased. 
Actually, they have increased only on a relatively 
insignificant scale. The investments in industry 
and agriculture have not been kept at the un- 
changed level intended by the Committee — in 
actual fact they have been considerably lower. The 
investments in trade, in power stations, roads and 
streets, in communications and in defence, on the 
other hand, have all exceeded the target set in the 
programme. The gap in the case of investments in 
communications is particularly wide. 

There are, of course, many reasons why the 
measure of agreement has proved so poor. There 
has been a reluctance or else an inability to pursue 
an economic policy that would have led to the 
aims of the programme being more completely 
attained. To judge from certain statements that 
have been made, it seems also as if the experts 
have not always realized that the deviation from 
the programme has been so wide as has actually 
been the case. It would in this connection take too 
long to attempt to explain the reasons for the 
deviations that have arisen. As much can be said, 
however, that it would not seem to be correct to 
interpret the deviations as chiefly resulting from 
the unexpectedly rapid expansion of motorism. 
Thus, in the ‘Communications’ item, motor-cars 
account for only slightly more than one-third and 
their share has shown rather a falling tendency 
during the period. The balance of this item is 
made up of investments in the postal and tele- 


1It is also conceivable to make a comparison taking the 
different items’ share in the gross national product as base. 
Even such a basis of comparison, however, gives the same 
general picture. 
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communication services, in railways, in air services 
and in ships, etc. The investments in the mercan- 
tile marine, in particular, seem to have increased 
steeply during the period. In conclusion, it may 
deserve being pointed out that a lack of agreement 
between programme and reality does not, of 
course, necessarily imply any criticism of the 
policy pursued. There may have been very sound 
reasons for a deviation from the programme. 

Nevertheless, a comparison of the kind we have 
made above may justify some reflections on the 
function which a long-term programme should 
fulfil in economic policy and what demands it 
makes on the framing of policy. By way of con- 
clusion, therefore, I propose to discuss these prob- 
lems at some length. 


Some views on the principle of long- 
term programmes 


When one reads the long-term programme once 
more one is struck by the extent to which. the 
issues raised in it and the general picture of the 
economic development that is reflected in it have 
dominated the discussion on the economic prob- 
lems during the past five years and have been the 
cornerstone of economic policy. It has undoubtedly 
been extremely useful to have induced a few ex- 
perts to sit down and ponder upon the develop- 
ment of our economy at somewhat longer range, 
as they have done. One may perhaps be permitted 
to say, however, that, regarding the matter from 
this angle, it would have been still more valuable 
if they had not confined themselves to considering 
one single alternative but had discussed in greater 
detail other alternative ways in which the economy 
might conceivably have developed. 

That they did not do so is explained by the fact 
that their aim was something different, something 
more than merely to make a report on a series of 
seminar discussions on long-term economic prob- 
lems — the object was to draw up a programme. 

Indeed, it may be said to be the Government’s 
duty to produce a programme. The interplay of 
economic factors being so involved, and it being 

so difficult to form any clear conception of the 
_ actual implications of the various measures of 


economic policy, a programme is absolutely es- 
sential if there is really to be any possibility of 
carrying on an objective discussion on economic 
policy. There must be an official document in 
which the Government has explained in exact 
terms what is the real aim of the economic policy 
it is intended to pursue, a programme by which the 
various measures adopted can be gauged. This is 
a desideratum not merely in view of the public 
discussion on economic policy and in order that 
people may really gain some idea of what the 
objective is, but also because it cannot be rational 
to take steps from day to day to meet the situ- 
ation of the moment. Government measures have 
far too widespread and long-range repercussions 
for such a method of procedure to have any justi- 
fication. As has been said many times before it is 
also necessary for the planning work of companies 
to know about the economic policy the Govyern- 
ment intends to pursue for some time ahead. 

Against this background it may be stated that 
the handling of the 1951 long-term programme 
was not satisfactory. As will have been gathered 
from what has been said above, no definite atti- 
tude was. ever adopted towards the proposals sub- 
mitted by the Committee. The authorities ex- 
pressed. themselves, in general, well disposed to- 
wards its aims, and after that, insofar as the de- 
velopment was considered to be in line with the 
programme, they felt that the policy pursued was 
justified. Now, when the period has come to an 
end, itis declared that every effort had been made 
to follow the programme and that the outcome was 
in accord therewith. 

It is quite understandable if a Minister of 
Finance is somewhat reluctant to bind himself to 
follow a long-range programme, as he runs the 
risk of playing into the hands .of his political 
opponents. But even if this attitude is understand- 
able it is scarcely one to be recommended. 

I should perhaps add here that I do not mean, 
of course, that one should definitely bind oneself 
to follow a detailed programme. What may proper- 
ly be said is that, “if our hopes of an increase in 
production are realized and provided nothing un- 
foreseen occurs in the future, we intend to try to 
pursue a policy that will lead to approximately the 
following allocation of the country’s real resources 
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during the next five years. Concerning some areas 
we can not and/or will not try to direct the de- 
velopments. For these areas we have, however, 
made a prognosis.” 

For such a programme to be of any use at all 
it is necessary every now and then to see how it 
harmonizes with the actual development. Any 
marked divergences that may be observed must 
call for a discussion as to whether an attempt 
should be made to adjust the development to fit 
the programme or whether a revision of the actual 
objective which the programme represents would 
be justified. As we have seen above, we are here 
confronted with this difficulty: How are we to 
know whether and, if so, in what way the reality 
deviates from the programme? In the first place, 
this is difficult to decide because the actual basic 
material on which the calculations are made — the 
national accounts — is being constantly revised. In 
this connection the difficulties inherent in pro- 
ducing really reliable figures are so great that 
successive revisions on a not inconsiderable scale 
must be regarded as inevitable for a long time to 
come. Moreover, prices are fluctuating the whole 
time — and to a differing extent in respect of the 
different items of the balance of resources, so that 
they undergo changes that could not have been 
foreseen when the programme was being drawn 
up. Although actually there need be no reason to 
expect that the domestic price level would change 
as much during the coming five-year period as in 
the past five years, it nevertheless seems quite 
reasonable to assume that our terms of trade may 
be expected to change quite considerably. As I 
have indicated above, such fluctuations may have 
very violent repercussions. 

In view of what has been said above it would 
be of great value if the Long-term Planning Com- 
mittee now sitting would thoroughly analyse the 
problem what the aims of the long-term pro- 
gramme should be and against that background to 
discuss how such a programme should be aligned 
to the ‘administration’ of economic policy. It is 
also important that the new programme is framed 
in such a way that it really is quite clear — even 
subsequently — what their intention has been, so 
that a comparison can be made with the actual 
development. On this point the programme of 


1950 leaves much to be desired. Obviously, how- 
ever, it will always be extremely difficult to de- 
termine how far the programme has been followed. 
This is particularly the case if prices have fluctu- 
ated strongly. 

However, a comparison of the kind made in this 
article between programme and reality gives rise 
to problems other than those discussed here; ques- 
tions concerned with the meaning and implications 
of calculations such as those which long-term pro- 
grammes and national budgets represent. When 
occupied with these figures and comparative num- 
bers one sometimes gets a feeling that one is 
wandering in an unreal stage landscape, that one 
is working with signs without any concrete and 
intelligible meaning. 

This feeling is no doubt due in part to the great 
uncertainty attaching to the tasks here in ques- 
tion. The estimate of a certain item for a given 
year may very well be found, upon being revised 
a couple of years later, to have increased by several 
hundred millions, only to be reduced by a couple 
of hundred millions the next year, and then in the 
course of the following years to have to be further 
adjusted to the tune of fifty or so millions. 
This does not prevent the possibility of serious 
errors creeping into the calculations even after 
that. Long-term programmes and national budgets 
are woven of fragile threads. 

Frequently, moreover, one feels quite confused 
upon realizing the somewhat specific significance 
of the total categories with which we are con- 
cerned here. To take a few examples: If in one 
year the felling in the forests is on a smaller scale 
than it was in a normal pre-war year (1938/39), 
this is booked as an increase in stocks, and vice 
versa. Thus, there will be a matter of changes in 
the “stocks” of standing timber. The changes in 
the item “Stocks” are often due to such variations 
in the quantity of timber cut. This is not, however, 
what is generally taken to be the meaning of in- 
creases and ‘reductions in stocks. 

If a person borrows 10,000 kronor from a bank 
and builds himself a small house, the item is 
booked as an investment in the national account. 
If he uses the same amount for buying a car it is 
entered under the item ‘Private consumption”. 
However, if that same car is bought by a com- 
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mercial traveller, who uses it mostly for business 
purposes, the expenditure is accounted for under 
“Investment”. It may perhaps not be self-evident 
to everyone that precisely this meaning should be 
attached to the terms investment and consumption. 

A good deal has been said in this article about 
the increase in the item ‘““Communications”. Rela- 
tively few people realize, however, that for techni- 
cal reasons concerned with estimates this item 
includes investments in cars effected in the course 
of trade. On the other hand, the investments in 
cars of industrial companies are accounted for 
under the heading “Industry”. Owing to diffi- 
culties to obtain reliable figures it is also a fact 
that a number of not inconsiderable items are not 
at all accounted for in the national accounts. 

All this and much else besides may be dis- 
covered if one carefully scrutinizes the national 
accounts and the comments on them to be read in 
various places in the publications of the Institute 
of Economic Research. But how many of those 
who make use of these terms, who form an opinion 
on the basis of them and who make decisions in 
the light of them — how many of these people go 
to the sources, and how many study them care- 
fully? 

The advisability of the arrangement and de- 
marcation of the national accounts is itself, of 
course, disputable. This is, however, not the es- 
sential thing in this connection, but by the exam- 
ples given above I have first and foremost wished 
to make clear how extremely difficult it is and 
presumably will be for a long time to come to 
form any concrete and intelligible idea of the 
reality that lies behind the various data.? 

When one discusses the aim of a long-term 
programme the discussion is largely based on ideas 
one has as to what value the citizens place on 
different things and what changes they are most 
interested in. In regard to the 1950 programme 
the points that particularly came into the fore- 


1 Tn order not to be misunderstood on this point I want 
to stress that the problems touched upon above have received 
great attention from those who are responsible for the national 
accounts in this country, e.g. Mr. Ingvar Ohlsson in his doc- 
toral dissertation. It is true, however, that one encounters great 
difficulties owing to shortcomings in the statistical material. 
One is also confronted by the dilemma that it is so difficult 
to find terms suitable to all the situations in which the national 
accounts are used. 
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ground of discussion were whether it was reason- 
able, and whether people really would resign them- 
selves to so severe a reduction in the rate of in- 
crease in consumption as the Committee recom- 
mended. According to the programme the in- 
crease was to be decelerated from the “three per 
cent. per inhabitant per annum” that was being 
recorded at the end of the forties to one and a 
half per cent. for the subsequent period. In pass- 
ing, it may be worth mentioning that, according 
to statistics now available, the increase towards 
the end of the ’40s was substantially less than 
what was believed at the time, that is to say, the 
slowing-down of the increase was “‘in reality” not 
so pronounced. 

When the Committee’s report states that the 
proposed deceleration should not “seem too se- 
vere’, there lies behind such a thought an idea 
that people have been used to or have expected a 
higher rate of increase and were now to be in- 
duced to accept a lower rate. This may possibly be 
a realistic argument for such persons as had dur- 
ing the immediately preceding years actually ex- 
perienced a 3 per cent. rise in consumption per 
annum and who may have reason to expect that 
it will go on in the same way in the future. Very 
large groups of the population do not look at it 
like that. Maybe they belong to the salaried oc- 
cupations, in which it is normal to have a very 
rapid increase during certain periods and none at 
all during others. Other people start to work dur- 
ing the period, and thereupon enjoy a consider- 
able non-recurrent improvement in their standard 
of living, but after that they may perhaps expect 
no further change for some time. Non-recurrent 
improvements of this kind in the standard of 
living do in fact arise when people abandon agri- 
culture for industry and when they move from 
one part of the country to another. Similarly, other 
large groups look forward to a lowering of the 
standard of consumption as being something nor- 
mal in conjunction with their growing old or 
approaching pension age. Behind the changes in 
total consumption, then, there is a conglomerate of 
diverse substantial changes both upwards and 
downwards, different people’s degree of satis- 
faction with the way things develop probably de- 
pending mostly on what they regard as normal 
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for the points in the life cycle through which they 
pass during the period. In this they perhaps pay 
more attention to nominal wages than to what is 
the main point: we are considering here — real 
wages less taxes and savings. Indeed, during wage 
negotiations evidence is frequently forthcoming 
that what matters most is what the development 
looks like in the eyes of those groups with which 
the person concerned compares himself. 

One might go on in this way speculating over 
the reasons why people consider the development 
of their consumption during a given period to be 
more or less acceptable. It would not be surprising 
if one came to the ultimate conclusion that in 
actual fact the combined “pressure of discontent’ 
has very little to do with the question of whether 


the total real consumption is allowed to rise by 
one, two or three per cent per annum or not at all, 
but instead to a great extent depends on structural 
and institutional changes and phenomena on the 
psychological plane. However, we know very little 
about all this. 

Reflections of this kind — and similar ones can 
be made on other items in the balance of resources 
— require a greater measure of knowledge of the 
concrete signification of the total categories we 
treat in such an everyday way in public discussion 
on economic policy. However, it is not merely a 
question of discovering the truth but of finding 
a truth that can be made use of; a picture of 
reality fashioned in such a way as to be serviceable 
in practical politics. 
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SOME ASPECTS OF SWEDISH ENGINEERING 
EXPORTS 


BY HANS SWEDBERG, MANAGER, GENERAL EXPORTS ASSOCIATION OF SWEDEN 


Exports of engineering products — that is, of 
those familiar Swedish manufactures ranging 
from our traditional hand implements, including 
edge tools, to special machines and means of trans- 
port — constitute one of the most fluctuating parts 
of our economy. Progress since 1938 — that last 
complete post-war year which is so frequently 
made use of in statistical contexts — has been 
very marked: engineering exports are now by 
volume more than twice as large as then and 
reached a value last year of approximately 2,400 
million kronor. That means that we derive nearly 
one quarter of our foreign exchange income from 
the engineering industry. But we should bear in 
mind that both the British and the West German 
engineering exports represent a substantially 
higher proportion of the foreign exchange receipts 
of those countries. ; 

Geographically our engineering exports may be 
held to have made substantial progress. We are 
rather well placed in the industrial markets of 
Western Europe and North America to which 
more than two-thirds of our engineering exports 
are directed. Shipments to Central and South 
America, too, show attractive figures, notwith- 
standing a certain contraction of late. And the 
partly traditional markets in the East also take 
their quota of Swedish engineering products. Par- 
ticularly in recent times the African continent 
has shown a gratifying readiness to admit the 
products of our engineering industry. Yet for all 
this favourable geographical distribution we must 
strive to expand in export fields of especial promise 
or interest, whether these form part of the old 

industrial markets or are to be found in unde- 
‘veloped or only slightly developed countries. The 


, 


§ ; 


questions then arise which of these markets should 
in the first place receive our concentrated attention 
and what products we should make a special effort 
to sell. 

Such problems are not of course unique to 
Sweden and prescriptions for the choice of 
markets and export products are offered in plenty. 
In fact highly interesting debates are now in full 
spate in various countries on what should be the 
most advantageous geographical orientation of the 
export trade of each. In Great Britain it has been 
pointed out that whilst economic activity in the 
industrial countries has greatly increased since the 
war this has not led to any commensurate demand 
on their part for raw materials, which means that 
on the whole the producers of raw materials have 
not been able to gain any corresponding economic 
advantage. British exporters have made a mistake, 
it is said, by concentrating their attention on the 
Sterling Area, i.e. on countries producing mainly 
raw materials. This has enabled West Germany 
to acquire almost a free hand in the fast ex- 
panding industrial markets of Western Europe. 
Here is to be found one of the main reasons for 
the rapid economic advance of West Germany, 
whilst Great Britain, full ten years after the end 
of the war, is struggling desperately to attain a 
balance of payments in her international trade. 
British exporters would therefore stand in urgent 
need of securing for themselves a larger share of 
the industrial markets and of these Western 
Europe and North America are expected to con- 
tinue to show the most rapid and wide-fronted 
expansion. There is, undeniably, a great deal in 
the British marketing prescription for Sweden to 
ponder on. We in Sweden, bearing especially in 
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mind our relatively very high level of costs, need 
above all to secure orders involving extended 
series production, and these must be primarily 
looked for in the great industrial markets. If we 
were able to capture a modest additional fraction 
of the markets of Western Germany, Britain or 
North America we could without doubt lengthen 
our production lines and thereby appreciably re- 
duce the cost of many of our engineering products. 

Among the partially industrialised markets — 
such as Colombia in Latin America and India in 
the East — are certainly to be found many 
Swedish export fields which have been attacked 
with considerable success. This is all the more 
gratifying in view of the keen competition met 
with in several of these countries from two or 
three important suppliers, to which has to be 
added the challenge from nascent home industries. 
So far as Colombia is concerned the United States 
holds a dominating position, with West Germany 
second — but Swedish exports of engineering 
products are steadily increasing. In India, that 
great melting pot of the Asian world, Great 
Britain still preponderates but both the U.S.A. 
and Japan are encroaching strongly on this 
market; our own engineering supplies to India 
show a growing emphasis on machinery and other 
equipment for the expanding Indian industry. 
Finally, the situation in the least developed coun- 
tries, most of those in Africa for example, indi- 
cates a strongly entrenched hold on the markets 
by the major exporters, yet here too Swedish 
engineering products are finding a footing on a 
rising scale. 

How far should the geographical differentiation 
be pressed? Surveying the export pattern of the 
great engineering countries it seems that the 
orientation of Swedish exports in respect of pur- 
chasing countries corresponds fairly closely with 
that of the Germans and the Swiss, whilst the 
British and the French engineering exports have 
an entirely different character. The export trade 
of both France and Great Britain is in a pre- 
ponderating degree directed to colonies or do- 
minions, in other words to producers of raw 
materials, whereas West Germany — as has been 
pointed out in the British market discussions — 
and Switzerland in the first place send their 


engineering products to adjacent industrial mar- 
kets. In fact, the West German engineering ex- 
ports are concentrated to such an extent on Euro- 
pean markets that it is often said that Europe 
is the natural market for West Germany and the 
Sterling Area that for Great Britain. In our own 
case it must be considered fairly clear that much 
is to be gained by continuing as hitherto to send 
our engineering products both to industrialised 
and less developed markets. Though here we must 
remember that in the case of the latter, though 
they are certainly in great need of many com- 
modities, there is a wide gap between needs and 
effective demand. This has of course to do with 
their means of payment which, fortunately, are 
constantly improved under the influence of aid 
from outside, including loans from the World 
Bank and other sources. The centrifugal force 
activating our engineering exports is doubtless an 
important asset and would be so even in less 
favourable trading conditions than the present, 
but it should not be permitted to fling us too far 
from the industrial markets with their large pur- 
chasing power. 

In pondering the many awkward problems 
which face our engineering export trade these 
days it is indeed worth remembering that other 
countries have their difficulties as well. The 
British are obviously concerned over their ex- 
ports both to Western Europe including Sweden 
and to the U.S.A., West Germany is facing 
rising costs and incipient labour shortage, in 
France there is evidence even of a lack of interest 
in export on the part of substantial sections of 
industry, whilst in the U.S.A. the high wage 
rates constitute a very serious obstacle to export 
sales. This notwithstanding the U.S. A. can claim 
export sales of engineering products which are 
by themselves about as large as all the rest of the 
world put together. And West Germany is un- 
animously regarded by the chief exporting coun- 
tries — U.S. A., Great Britain and France — as 
their most serious competitor in the export mar- 
kets for engineering products. “The West Germ: 
peril” is a constantly elaborated thesis wi 
students of American export trade who are abl 
to point for confirmation to a recent O. E. E. 
estimate that the U. S. A. is at present responsibl 
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_ for 31 per cent. of the total exports of machinery 
_ from the free world and West and East Germany, 
bracketed as one unit, for as much as 29 per cent. 
Indeed a thoughtprovoking comparison. 

So much has been said about the reasons for 
the West German successes in their export drive 
that it will suffice here to draw attention to only 
a few contributing circumstances: the determined 
orientation of exports to the industrial markets, 
yet combining this with a wide diffusion among 
the less developed countries ; efforts to concentrate 
as much as possible on export products permitting 
of extended series production but of high indi- 
vidual quality; the openly export-promoting atti- 
tude of the authorities, evidenced not least in the 
provision of good export credit facilities ; the con- 
fidence of private enterprise in its own capacity 
and knowledge, shown, amongst other things, in 
the elaboration of a highly developed service net- 
work by production engineers as well as by export 
salesmen. 

Some of the constituent parts of this prescrip- 
tion we in Sweden have already utilised and are 
in fact able in various directions to show results 
fully as good as those achieved by the Germans. 
We should, nevertheless, seek, as has already been 
done so energetically in West Germany, to expand 
our exports to Western Europe and North Ameri- 
ca which regions could by themselves provide an 
outlet for a wide range of our engineering output. 
Special machines and means of transport, to take 
two groups of products with obviously bright 
future prospects, should find increased sale there 
and this also applies to our instrument production 
which has expanded so rapidly of late and which 
will have its natural function in the ever expand- 
_ ing automatised industrial processes. Though we 
cannot but be concerned at the high tariff walls 
these countries have imposed which often force 
small industrial nations such as ours to engage in 
an unequal struggle against protected home in- 
dustries. 

The general taxation policy in West Germany 
is openly directed to the encouragement of pro- 
duction and export. For example, in 1953 the tax 
on the distributed profits of business undertakings 
was reduced from 60 to 30 per cent. and at the 
beginning of last year undistributed profits had 


- 


their taxation rate cut from 60 to 45 per cent. 
Goods for export are not liable to the general 
turn-over tax that is still imposed. It is under- 
stood that for some time past the authorities have 
been engaged on proposals for new measures in- 
tended to advance German exports which are not 
yet considered to be fully comparable with the 
British or the American. Among such measures 
which are being considered, one would relieve the 
export industries from all or a large part of what 
are known as the equalisation charges (Lasten- 
ausgleich, i.e. taxes which are being imposed for 
a 30-year period in order to some extent to com- 
pensate individuals for losses suffered owing to 
the war or the division of Germany), another 
would provide some special taxation and de- 
preciation reliefs and a third widen the scope of 
export credit guarantees involving political risks 
as also of guarantees against interest losses. 

In the United States the progress of individual 
German export concerns is followed with con- 
siderable interest. The faculty of these Germans 
to understand the buyers’ psychology, particularly 
in the great competitive field common to both in 
South America, as also the German method of 
providing efficient service by way of sales engi- 
neers speaking the language of the country receive 
high tribute from the Americans. In our own case 
and in this context we suffer perhaps most from 
a lack of technicians. The suggestion that we are 
psychologically inadequate as export salesmen is 
a myth that has been permitted to spread far too 
long. We need, however, more engineers knowing 
foreign languages as we also need export tech- 
nicians in general, trained in reasonably free mar- 
ket conditions. The question of export training in 
Sweden appears ripe for an allround investigation. 

Some comments should also be made here on the 
second of the German export promotion concepts 
restated above, i.e. that of selecting suitable ex- 
port products, the more so as it may be regarded 
of very great future importance. In the United 
States, where high wages undoubtedly act as a 
damper on exports, it is pointed out that there are 
two fields where they can offer their rivals genu- 
ine competition. One is the vast range of series- 
manufactured articles with low cost per unit and 
the other covers the array of new products of 
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advanced design resulting from extensive research. 
The parallel with Swedish conditions is close to 
hand: we too must try to achieve economies by 
extended series production at the same time as we 
bring out new designs. But for this capital is 
needed to give industrial concerns the means to 
invest in new plant and to allow expansion of 
scientific research and technological education. 
First and last is needed a powerful effort on the 
part of the individual, whether he stands at a 
machine or drawing board or sits at a desk, 
efforts which without doubt can be engendered by 
a policy of greater encouragement of production 
on the part of Government authorities. 


It is expected that the volume of engineering 
exports in 1955 will have increased at about the 
same rate as engineering production as a whole or 
by 6—7 per cent., but in the current year only a 
modest increase in exports of engineering products 
was estimated for in the national budget presented 
at the beginning of the year. 

In this survey have been indicated both the 
serious strains and problems that will face our 
engineering exports in future and the various 
remedies at the disposal of an ambitious exporting 
nation which, if taken in reasonable doses, can 
prove to be highly beneficial in the growing com- 
petition. 
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THE ECONOMIC SITUATION 


Balance of Resources for 1954 


Last year’s economic development in Sweden, 
for which there are now fairly reliable figures 
available, can be summarized in the following 
provisional balance of resources, in which the 
amounts have been calculated at the 1954 prices: 


1954 1955 Change in 
Supply percentage 
Gross national product 
at market price. . . 45,420 46,640 ap OR 
Imports of commod- 
ities, ‘¢, 1. ‘f. 9,190 10,140 + 10 
Decline in inventories, 
ES 140 _ at 
Total supply 54,75¢ 56,780 + 4 
Demand 
Private domestic gross 
investments 5 8,030 8,300 i ag 
Public domestic gross 
investments 5,840 6,070 + 4 
Exports of commodities, 
mer 60) b., and net 
BOUVICES foes + 9,030 9,550 0) 
Private consumption 26,370 27,200 + 3 
Public consumption 5.480 5,660 ces 
Total demand 54,750 56,780 + 4 


Making some allowance for the incompleteness 
of the underlying statistical material, the develop- 
ment of last year’s balance of resources may be 
said to show that the expansion in the Swedish 


_ economy continued during 1955, although at a 


somewhat slowed-down rate of progress. Total 
production by volume is estimated to have in- 
creased by fully '3 per cent. compared with 5 per 
cent. one year before. Both investment and con- 
sumption have risen about equally by 3—4 per 
cent. The slowing down of last year’s rate of in- 
crease is particularly perceptible in respect of in- 
vestment. From 1952 to 1953 investments in- 


creased by 12 per cent. and from 1953 to 1954 by 
‘ 


about 8 per cent. In view of the strongly restric- 
tive policy which was brought into operation last 
year and which was particularly intended to cur- 
tail the investment activities, the increase in this 
sector is remarkably great, however. 

Last year’s strong expansion of foreign trade is 
also noteworthy. This increase is a result of both 
the international full employment economy and 
the great expansion in the Swedish economy. The 
fact that the increase in imports has been very 
much greater than in exports, both in terms of 
volume and value, certainly reflects a certain lack 
of equilibrium in the national economy. 

The rather steep increase in wages and salaries 
was of great importance to the development during 
the year. It is estimated that the total nominal in- 
crease in income amounted to about 10 per cent., 
calculated on the 1954 and 1955 averages. This 
nominal increase was accompanied by a rise in the 
price level. At the end of last year the consumer 
prices were 6 per cent. higher than at the same 
time one year before. This advance in prices was, 
however, chiefly due to the effects of the poor 
crop, which brought on substantial rises in farm 
prices, and the general rent increase. 

The slowing down of the rate of expansion be- 
came apparent during the second half of last year, 
which may be considered as a result of the 
strongly restrictive economic policy pursued. Dur- 
ing the autumn months there was a perceptible 
improvement in the labour market equilibrium. 
The rate of investment was gradually slowed down 
and the strong increase in imports during the first 
half of the year began declining during the sum- 
mer, even though last year’s poor crop brought 
on another rise in the import requirements. The 
demand from the consumer sector turned out to 
be less than what could have been expected after 
the substantial increases in income which had 
occurred. 
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The economic situation at the end of the year 
can, however, hardly be characterized as being in 
equilibrium as there still was certain tensions in 
several sectors. On the labour market, for instance, 
there was still a certain unsatisfied demand for 
manpower. The will to invest was still great in 
relation to the space available. So, for instance, 
lodged applications for building permits exceeded 
the fixed quotas, and the backlog of unfilled 
orders in the engineering industry was still sub- 
stantial, although the number of new orders 
received in this sector had dropped somewhat 
during the second half of the year. Last year’s 
large deficit in the external trade also gave, as 
mentioned above, an indication of the fact that 
the national economy was not in equilibrium. 


The year’s national budget 


The probable trend of developments this year 
is discussed in the national budget for 1956 pub- 
lished in January. In this calculation a continued 
rise in total production of about 3 per cent. at an 
unchanged value of money is expected. This rise 
in production would be made possible as a result 
of, for one thing, the natural growth of the work- 
ing population, which is expected to be much 
larger than last year, and, for another, investments 
in industry and trade during recent years. It is, 
however, necessary to take into account that the 
supply of foreign labour will be less than during 
1955. The envisaged increase in the gross national 
product implies a somewhat slower rate of ex- 


(Million Kr.) 


(Current 3-months averages.) 


Foreign Trade. 


Mil. ———— Imports. Spee exports. Mill. 


1950 1951 1952 1953 1954 1955 


pansion than during the last three years. During 
1954 and 1955 full utilization of the resources was 
attained, and even though utilization of the small 
capacity reserves, still existing during 1955, is 
taken into account, this can hardly affect the total 
production result to any extent worth mentioning. 
As to investments an increase of about 2 per 
cent. is expected, compared with 3 per cent. dur- 
ing 1955. This year’s estimated increase has arisen 
as a net result of a rise in investments in ma- 
chinery by 5 per cent. and a reduction of invest- 
ments in buildings and plants by 1/2 per cent. For 
private investments the increase is estimated at 
2 per cent. and for the government sector at 3 1/2 
per cent., of which practically the entire increase — 
is additional defence spending. The investments 
of local authorities are expected to fall somewhat, 
while the housing investments remain about un- 
changed. These investments calculations are based, 
for one thing, on the quotas fixed for the year 
under the building control regulations, and, for 
another, on various surveys of the investment 
plans in some sectors. For private investments a 
considerable portion of the underlying material 
for the calculation was brought together by a 
direct canvassing of the companies in October 
1955. The calculation can therefore be said to 
reflect businessmen’s assumptions as to the effects 
of the restraint policy, but it deserves to be em- 
phasized that such plans can often be changed at 
short notice — particularly in respect of purchase 
of machinery — if the economic situation should 
change in one way or another. The continued 


Wholesale Price Index of the Board of Trade. 
(1935 = 100.) 


— ——— Import Prices. General Index. 


— Export Prices. 
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slowing down of the increase in the rate of total 
_ investment envisaged in the national budget, may 
chiefly be regarded as a result of the strongly 

restrictive economic policy which was gradually 

brought into operation last year and which is ex- 

pected to gain full effect during the present year. 

The trend of consumption is expected to lead 

to a continued rise (at unchanged prices) of 3 per 

cent. for the private and 4 per cent. for the public 

sector, of which the entire latter increase is ab- 

sorbed by the local authorities. The increase in 

consumption is about the same as last year, in 

spite of a substantial slowing down of the rate of 

increase in incomes. The decisive factor for the 

trend of consumption is, first and foremost, the 

changes in individual incomes. When the pro- 

visional national budget was being drafted, this 

year’s wage negotiations had not yet begun, but 

in the budget a general rise in income of 3 per 

cent. was taken as a reasonable assumption. As 

the results of the wage negotiations seem to indi- 

cate rises in incomes of about 4 per cent., the in- 

crease in consumption may — under otherwise 
similar conditions — be expected to be greater 

_ than the one estimated in the national budget. To 
what extent the larger rise in income will lead to 

an increased consumer demand will, of course, 

depend on the development of personal saving. 

This rose last year more than that could have been 

expected. In case this increase in saving was a 

consequence of the restrictive credit policy, it is 

possible to expect a continued increase this year, 

if no relaxations will be introduced in the eco- 
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nomic policy pursued. Last year’s increase in sav- 
ing should probably to a great extent be regarded 
as a result of the fact that the rise in consumption 
fell behind the rise in income, a not unusual 
phenomenon when sharp changes occur in the 
level of income. In such a case it may perhaps be 
necessary to expect some decline in saving in 
relation to income during the present year. In the 
national budget it is assumed, so as to be on the 
safe side, that the amount of saving will be un- 
changed during 1956, i.e. that no portion of the 
increase in income during the year will be saved. 

Of great importance to the development of con- 
sumption is, of course, also the prices of consumer 
goods. On the whole unchanged prices during the 
present year have been calculated with in the 
national budget. For some years now world market 
prices have been rather stable and it will probably 
not be necessary to expect any change worth 
mentioning in this state of things, even though 
the prices of certain commodities, e.g. fuels, may 
be increased. Domestic prices are, of course, af- 
fected by the strongly restrictive economic policy, 
and the check put on domestic demand will proba- 
bly contribute to making the price level less sen- 
sitive to pay increases than previously. For these 
reasons no appreciable price increases as a con- 
sequence of a domestic pressure of demand have 
been calculated with in the national budget. The 
new system to be applied as from this autumn, of 
a review of farm prices every third year only, 
should also have a stabilizing effect on the price 
level in the long run. 


Position of the Commercial Banks. (Milliard Kr.) 
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As to external trade the national budget fore- 
sees a certain stagnation during the year. The vol- 
ume of exports is expected to rise by 2 per cent. 
and the volume of imports by only 1 per cent. 
Some improvement in our terms of trade is, in 
addition, envisaged through an average increase in 
export prices of 3 per cent. and a concurrent rise 
in import prices by 1 per cent. This improvement 
in the terms of trade is about the same as that in 
1955: 

As far as exports are concerned, those of wood 
goods are expected to fall off slightly, while those 
of pulp and paper increase. The export of ships 
is expected to drop somewhat temporarily as a 
result of certain delays in the deliveries, while 
exports of other engineering products is envisaged 
to rise, although at a rather slower rate than last 
year, when the increase was nearly 10 per cent. 
Exports of iron ore are estimated at 17.1 million 
tons or about 8 per cent. more than last year. Also 
iron and steel exports are expected to rise some- 
what. Because of the poor crop in 1955, exports 
of foodstuffs are foreseen to be at the same low 
level as last year. 

On the import side an increase in fuel imports 
is envisaged, primarily of liquid fuels. In respect 
of solid fuels a substantial rise in prices, compared 
with those of last year, is expected. In the textile 
sector a comparatively great rise in imports of raw 
materials and yarn is forecast as well as a slight 
increase in imports of finished goods. Some de- 
cline in iron imports is, on the other hand, pre- 
dicted as a result of last year’s increase in stocks, 


Production Index of the Federation of Swedish 
Industries. (1935 = 100.) 
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Falling imports are also expected in respect of 
machinery and instruments and also motor-cars. 
This decline is, of course, conditioned by the re- 
strictive economic policy. As far as passenger cars 
are concerned it is expected that about 100,000 
cars — compared with nearly 130,000 last year — 
will be added to the Swedish market (production 
and imports during 1956). 

In the national budget these trends of exports 
and imports are estimated to result in a total 
deficit in the balance of trade during the present 
year of fully Kr. 1,000 million, which should be 
offset by net current receipts from abroad. The 
balance of current payments at the end of 1956 
is thus expected to show neither a deficit nor a 
surplus after last year having produced a deficit 
of about Kr. 320 million. 


The year’s trend up till now 


The national budget for 1956 will, no doubt, 
have to be redrafted in certain particulars, i.a. in 
consequence of the fact that the income develop- 
ment during the year will take another course than 
the one predicted. But the changes will hardly 
upset, to any greater extent, the general trend of 
the development as outlined above. The part of the 
year so far elapsed is, however, too brief to allow 
of any definite pronouncement on the realism of 
the prognosis advanced. 

What is still causing some surprise is the fact 
that the very strong policy of restraint adopted 
last year has not had more far-reaching effects on 
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the economic activity. It has still been expected 
that the restrictive measures would take full effect 


- during the first months of the present year. It has, 


however, hardly been possible to find any signs of 
a more substantial slowing down of the activity 
in the economic field during the first quarter of 
the year. Employment is still at a very high level. 
The trend towards a decline in the demand for 
labour noticeable last autumn has probably not 
continued this year. The number of unemployed 
taken as a percentage of the total number of 
registered members of the unemployment benefit 


_ societies was in the middle of March only 2.4 per 


cent. of which at least half were building workers. 
Of them many were out of work because of the 
cold. 

In the external trade sector imports are still 
very large. As is shown in the following table, 
imports during the first two months of the year 
were considerably larger than during the same 
period last year, when the restrictive policy had 
not yet been started on in earnest. 


Imports Exports Bicene 
(Mill. Kr.) 
jan.—Febr.1950. ... . 771 759 12 
» oe -) Oe 1,354 967 387 
> BRMLGR Gs 6 +. > 1,675 1,530 45 
> >» 1953. 1,293 1,042 251 
> PILORAL 6S. 6 4) 1,340 1,075 265 
» BMMOR GG, eros as 1,646 1,361 285 
> MEPO5O ss « + 5 5 1,721 1,357 364 


The table shows, on the other hand, that exports 


‘reached a lower figure than during the corre- 


sponding period last year, as a result of which the 
import surplus rose to no less than Kr. 364 million 
compared with Kr. 285 million during January— 
February last year. The poor trend of exports 
may, however, entirely be a consequence of the 
‘severe winter, which caused a lot of difficulties 
to shipping, particularly of our forest industry 
ucts. 


_ The deficit in our external trade has provided a 


contributing cause for a slight, probably seasonal 
decline in our foreign exchange reserves as shown 
by the following table : 


Foreign Exchange Reserves. 


(Mill. Kr.) 

1954 1955 1956 

The Riksbank Dec. June Dec. March 
Goldtiags fe aeals « 1,370 1,365 1,426 
iB e ete Ge omnia eed 639 570 }§=- 733 
EP curenciesi.s mio. 422 325 = 303 
Other currencies ..... 43 2I —32 

Total 2,474 2,281 2,430 2,346 

Commercial banks 39 41 121 119 

Total 2,513 2,322 2,551 2,465 


The price level has not changed to any appreci- 
able extent. The consumer price index has re- 
mained unchanged at 137 (1949 = 100) from 
November last year and up to February this year. 
Nor has there been a big rise in the wholesale 
prices in recent months. The proposal, presented 
in the middle of March and intended to be applied 
as from Ist September, for the pricing of agri- 
cultural products means on the whole a stabili- 
zation of food prices at the present level. 

Thus, the economic situation has not changed to 
any great extent since the end of last year. The 
activity in the economy is still at a very high level 
and there is also still some danger of overemploy- 
ment of the resources in spite of the restrictive 
economic policy pursued. Therefore, it has not 
been possible to introduce any relaxations of the 
restrictive measures. In official quarters it has 
been declared that the policy of restraint must be 
continued for the time being; at the same time it 
has been pointed out that the credit policy cannot 
be further restricted, the efforts will instead be 
directed towards maintaining the present degree 
of restrictivity. 


The budget 


The strong restrictivity of the economic policy 
is reflected not only in the restrictive credit policy 
but also in the budget proposal for 1956/57 pre- 
sented in January. The budget now in operation 
and ending on Ist July, is expected to produce a 
substantial surplus in respect of government ex- 
penditure for current purposes. If, however, also 
the expenditure for capital purposes is included, 
there appears a total deficit of about Kr. 200 mil- 
lion. The new budget proposal is intended to pro- 
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duce a total surplus of about Kr. 400 million. This 
surplus is, however, expected to be greatly reduced 
through various unforeseen increases in expendi- 
ture, and therefore it is instead probable that this 
year’s total budget will show neither a cash sur- 
plus nor a deficit. In the opinion of the Swedish 
Minister of Finance the lowest budgetary target 
of the financial policy in the present situation 
should be a total balancing of the joint current 
and capital budget. A reduction in public revenues 
to cover expenditure for current purposes only 
would lead to a sharp increase in consumption, 
which in its turn would force down investments 
still further. A total balancing of the budget will 
also give as a result that the government need not 
burden the credit market with any borrowing. 
This would lead to fewer demands being made on 
the resources of the capital market so that also 
borrowers, other than the Government, would get 
increased possibilities to cover their requirements 
for long-term credits. The further tightening up 
of the financial policy implied in the new budget 
should thus make it possible to introduce certain 
relaxations in the credit policy pursued. 


The credit market 


Last year’s tightening up of credit lead to a 
decline in advances of about 3 per cent. for the 
commercial banks; this can be compared with an 
increase of 12 per cent. during 1954. The supply 


Position of the Commercial Banks. 


1954 1955 1956 

Assets (in mill. Kr.) Dec, Febr. Dec. Jan. Febr 
(Gashy eee edo 647 488 958 704 376 
Treasury bills 2... . 882 1,058 569 892 1,118 
Swedish bonds... . 2,167 2,222 2,389 2,490 2,532 
AGyvanceS, Gas a> sus 11,092 11,227 10,530 10,503 10,496 
Banks abroad. ... . 331 387 386 425 369 
Sundry accounts .. « 906 583 964 585 771 

Total 16,025 15,965 15,796 15,599 15,662 
Liabilities 
(in mill. Kr.) 
Deposits. 5 os « 12,727 13,162 12,609 12,830 12,874 


Banks abroad ... . 302 236 303 262 283 


Share capital and 
reserve funds. . 


Sundry accounts 


1,154 1,155 
1,842 1,412 _ 


1,210 1,210 J,21f 
1,674 1,297 1,294 
16,025 15,965 15,796 15,599 15,662 


Total 


of liquid funds varied greatly during the year, but 
at the end of the year it was about the same as at 
the beginning. Through the decline in advances it 
was, however, possible for the banks to improve 
their liquidity position materially. 

During this year’s first two months advances 
fell by Kr. 34 million compared with an increase 
of Kr. 135 million during the same period last 
year. This year’s trend is, of course, a reflection 
of the continued tightening up of credit. Deposits — 
show a seasonal increase of Kr. 265 million com- 
pared with Kr. 435 million last year. The increase 
this year is entirely attributable to interest credited 
to depositors accounts after the turn of the year. 


‘The bond and share markets 


The trend in the bond market during the first 
quarter was characterized by extensive issuing 
activities. The government has i.a. floated a new 
41/2 per cent. loan. Roughly speaking the level 
of interest rates has remained stable. Thus, the 
actual rate of yield on the Government 3 1/2 per 
cent. loan of 1943 is 4.1 per cent., while the 
Government 4 per cent. and 41/2 per cent. loans — 
of 1954 and 1955 yield 4.3 and 4.5 per cent. 
respectively. The Housing Credit Society 31/2 
per cent. loan of 1954 is stable at just above 4 per 
cent. Owing to tendencies towards increases in — 
rates, the Riksbank has, however, thought fit to 
try to stabilize the level of interest rates through — 
direct market operations. Thus, it seems as if the 
Riksbank during January and February sold bonds — 
from its portfolio for about Kr. 100 million. These ! 
activities of the Riksbank as well as the new 
41/2 per cent. Government loan may be consid- 
ered as expressions of the authorities intention to — 
maintain the present level of interest rates. d 

In contrast to the first quarter last year, the | 
issuing activities this year have been most active. 
Of the mentioned Government loans, Kr. 100 mil- 
lion were taken up by the banks, which in their 
turn resold most of this amount, and Kr. 150 mail 
lion by the Riksbank in exchange for its holdings 
of the 1953 three-year bond loan. 

Among the other issuers of bond loans, ther 
are both local authorities, mortgage institution 
and power companies. Any industrial loans hay 


oe Eis 
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£951] 1952] 1953]1954 1955 1956 
| rlPlelelElelElEZIz (EIS [FFlFLELEL2 
Share Index —— ——— — 
(Face value Jan. 1953 = 100) 
| Home market industry ... . . 172] 140] 155 | 196 | 204 | 208 | 187 | 181 | 193 | 197] 198] 193] 188] 187] 185 | 183] 181 | 178 
Mibersmausties <=... .... 242 | 204 | 225 | 294 | 308 | 322 | 293 | 274 | 292 | 296] 310} 301] 294] 296] 287 | 2g0 | 288 | 281 
Of which: 
Gringesberg. ........ 372 | 366 | 400} 445 | 488 | 513 | 465 | 435 | 456 | 458] 491] 490] 498} 500} 487 | 487 | 475 | 475 
Swedish Match Co....... 123 | 112] 123 | 140] 141] 145 | 139 | 138| 145 | 141] 139] 153] 146] 159] 140] 135 | 137] 140 
Tron & steel industries 192 | 160 | 165 | 221 | 235 | 240| 223 | 205 | 215 | 223] 235] 224] 218] 220] 217 | 226 226] 224 
Exporting engineering industries | 227 | 182 | 193 | 253 | 263 | 273 | 247 | 224 | 245 | 248] 258] 246] 244] 243] 243 | 250| 254] 244 
Woodgoods and paper pulp indu- 

SLE aS a Cii 235 | 190 | 242 | 351 | 373 | 396 | 353 | 345 | 358 | 374] 391] 370] 352] 360] 348 | 364 | 356 | 338 

Mixed woodgoods iron indu- 

Soca < 3 2} aaene 352 | 289 | 317 | 425 | 429 | 449 | 415 | 385 | 415 | 408] 434! 420] 408] 392] 372 | 349 | 344 | 341 
SIS) Gos 203 | 206 | 263 | 403 | 420 | 413 | 385 | 335 | 359 | 363) 324] 366; 356] 358) 363 | 394; 369 | 359 
Shipping companies ...... 264 | 190 | 208 | 293 | 306 | 289 | 259] 250| 254] 271] 264] 254] 245] 249] 247 | 251 | 251 | 253 
Holding companies. ...... 246 | 206 | 245 | 317 | 374 | 362 | 317 | 308 | 32 | 334] 357] 339) 323] 3201 312 | 334 | 327] 319 
“LON. > 2s 6) er 231 | 203 | 230] 246 | 287 | 278 | 270 | 257 | 264 | 266] 269] 270] 264| 262] 258 | 261 | 258 | 247 


Note: All figures refer to the middle of the months 


not yet been permitted to be issued, but on the 
other hand, the AB Aerotransport has issued a 


debenture loan chiefly constituting a conversion 


of the SILA (Svensk Interkontinental Lufttra fil 
AB) 4 per cent. debenture loan only. 

All the loans were well received and there were 
no difficulties in having them disposed of. The 


insurance companies have subscribed for quite 


substantial amount and they will probably have 
covered their requirements at least for the second 
quarter. No small share of the bond loans issued 
by the mortgage institutions has been taken up by 
the commercial banks, which in this way have been 
able to have their building credits transferred to 
these institutions to a corresponding extent. The 
liquidity of the banks has also otherwise improved 
greatly during the year and during January and 
February their portfolios of Government bonds 
increased by Kr. 83 million and of other bonds 
by Kr. 59 million. These increases are, in fact, 
eyen greater inasmuch as depreciation on bonds 
thas been booked during January. During March 
a further amount of about Kr. 50 million of the 
newly issued bonds of the Urban Mortgage Bank 
‘of the Kingdom of Sweden and the Housing 
redit Society has been taken up by the banks. 


The turnover on the Exchange has been rather 
insignificant, particularly towards the end of the 
quarter when the oversaturation of the market was 
perceptible. 

So far this year the following issues of bonds 
have appeared on the market : 


Rate of Amount Price of 
interest of issue issue 
% in mill. kr. % 
The City of Géteborg 4'/2 45.0 100 
Balforsens Kraft AB 43/+ 32.0 100 
The City of Stockholm. ... 4'/2 100.0 100 
The City of Trondheim ... 5 32-0 100 
Swedish Government. .... ate 250.0 100 
The Urban Mortgage Bank of 
the Kingdom of Sweden . . 4'/2 110.0 100 
The Housing Credit Society. . 4°/2 70.0 100 
AB Aerotransport, debenture 
LORD} Pi )s Soe eres earns 57/2 12.0 100 
Lettens Power Company . 43/4 18.0 100 
Lettens Power Comqany, deben- 
ture lott.) 5. teem s0 ve 5‘/a 12.0 100 


The general dullness of the share market con- 
tinued from late autumn until the budget was 
presented in January, when a somewhat increased 
investment interest was noticeable, which, how- 
ever, led to moderate increases in prices, only, ex- 
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cept in a few cases where special advantages from 
successful trading results during the past year 
were expected. From the middle of February, 
however, there was another period of reduced buy- 
ing interest and slowly receding prices. The trad- 
ing result so far published have not managed to 
stimulate the prices except in a few cases. On the 
contrary, it is quite possible that the expectations 
in respect of the remaining company results have 
been slightly cooled down. 

From the middle of December, 1955, to the 
middle of March the level of share prices has 
fallen by 2—3 per cent., which means that the 
quotations on the shares of the home-market 
industry now are 11 per cent. lower than in March, 
1955, and those of other industries 6 per cent. 
lower, while this development, as far as the banks 
are concerned, means a reduction of 10 per cent. 


The yield as a percentage of the market prices 
for a selection of representative securities is given 
in the following table: 


1955 1956 
1S/3, 15/12 15/1 15/2 eneee 
5 wood-processing companies 2.8 3.7 3.8 4.0 3.8 
2 wood and iron industries 2.9 40 4.0 4.2. 42 
5 exporting engineering com- 
Panes, Tae. wer ke ete 4.2) (5.29) W5e 49 5.0 
4 leading banks ...... 4:0) 4.6- VAS 4.6 4.8 


So far this year the following bonus issues have 
been resolved : 


Providentia Holding Co 5 new for11 oldshares Kr 12.5 mill. 


AB Investor 2s 4 « « bE Ie Mae y= 2 » 15.0 » 
Munksj6 AB ..... Spd: pee TS Poe >» 9.0 » 
AB Atvidaberg Industries I » » 2 >» » » 14.0 » 
AB Eskilstuna Breweries I » » 1T >» » >» §.1 9 
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Some Statistical Data on Sweden's Economic Position. 


I. THE RIKSBANK. (Amounts in million kr.) 


Gold and Foreign Exchange Reserves Sight Deposits 
At the me ae Advances Note Th f 
End of Gold! Foreign 2 Total Bills y Circulation Total ExeO 
Exchange Stat Comm. 
c Banks 
1938 797 750 1 457 106 50 1061 849 418 428 
1951 785 1594 2 379 2 821 247 4.090 1110 528 522 
| 1952 954 1 350 2 304 3 786 321 4577 1029 449 558 
1953 1130 1491 2 O21 2 786 357 4.835 545 303 180 
1954 1 370 1 104 2 474 3 267 99 5 087 441 289 150 
1955 1 426 1 004 2 430 4.023 25 5 319 747 321 418 


1956 | 1955 | 1956 1955 | 1956 1955 | 1956 | 1955 | 1956 


1955 / 1956) 1955 | 1956) 1955 | 1956) 1955) 1956) 1955 


Jan. | 1370] 1 437] 1039] 929] 2 409] 2366/2997] 3693] 30 24| 4 855] 5 047] 265 | 505 | 123 | 288 | 137 | 272 
|Feb. | 1370] 1405! 973] 961) 2 343} 2 366/2.953| 3626) 59) 23/4 793/5 o14| 247 | $14 | 144 | 333 | 101 | 172 
Mar. | 1370] 1412) 923] 934) 2 293) 2 347/2777| 3 603} 203 44] 4756] 5 073/ 224 | 325 | 129 | 213 | 93 | 108 
April | 1335 859 2 194 2939 252 4857 205 100 IOI 
May | 1361 848 2 209 2783 327 4792 207 105 99 
June | 1 365 915 2 280 2859 442 4.924 330 183 142 


1 1 36 I OO1 2 366 006 2 2 
“A I he 1 046 2411 : 866 és : oe re . a 
{Sept. | 1 365 1 087 2 452 2 839 159 4 861 193 97 89 
Oct. | 1395 1 096 2 401 3 210 29 4924 391 106 291 


Nov. | 1436 1 097 2 433 3 282 81 5 029) 294 142 148 
. | 1426 1 004 2 430 25 747 321 418 


1 Market value. — ? Net claims on foreign countries. 


II. COMMERCIAL BANKS. (Amounts in million kr.) 


Advances Deposits 


Sedich Neti Claims |= =r ew 
Cash - 1 | 0n Foreign verdrafts 
ae Countries Bills Loans and Other Total Total Thereot 
Short Term 
Advances 


190 95 1 163 2705 70 4 338 4260 1152 

1 849 —492 2, 94 5 801 1 680 10175 10 513 2 626 

1716 —I3I 2 ele: 1 668 9 848 10 35 2618 

3 345 9 2 568 5 1798 9 932 11839 2591 

Us 3,049 12 2903 5 833 2 356 11 092 12 727 2519 
2958 169 2731 5355 2 444 10 530 11 609 2 422 


1956 1955 | 1956 1955| 1956) 1955 / 1956) 1955 | 1956| 1955 


1956 


504 502 | 3.2521 3 382] 220] 174] 2914] 2720] 5 797] 5 281) 2 451] 2 503] 11 164]10 503 13 029]12 830] 2 297] 2 193 
. . | 488 | 576 | 3 280] 3650] 279 | 192] 2 932| 2 732] 5 798] 5 264] 2 497 | 2 Soc} 11 227]10 496] 13 162/12 874) 2267] 2 152 
| Mar. | 480 | 527 | 2.988] 3 388] 189 | 157] 3011] 2 801] 5 855] 5 235] 2 521] 2 607] 11 387|10 643] 12 845|12 795] 2089] 2 121 


2918 87 3.078 5 827 2 569 II 474) 12645 2255 
as ge 3 066 5771 2 632 11 469 12 32 aon 
2 680 fo) 2 986 5 487 2597 11 070 12 32 2220 
2714 119 2927 5 43 250 10 865 12 562 2194 
3033 119 2 893 5 44) 2 4 10 889 12715 2227 

159 2 875 5 440) 2616 10951 12 $71 2 144 


157 2767 5 380 2445 10 592 12 723 2 263 
186 2772 5 345 2CiF 10634 Shh 2117 
169 2731 5 355 2444 10 530 1 2 422 


Ill. OTHER CREDIT INSTITUTIONS. STOCK EXCHANGE 
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Deposits Turnover at the 
Savings Banks at the Turnover of | Yjelds on Bonds? | Stockholm Stock Share index? * 
Ne Post Office the Postal Exchange® 
or Savings ees: G Taanetial 
Month} Deposits! | Advances? Bank* bees ag aN eee Bonds | Shares | Home Other 
Million kr. | Million kr. | Million kr. | Million kr | = % % 2-000 kx. | 1.000 tere} 88 aa 
1938 3685 3, 069 606 24 986 2,32 2,92 243 931 146 103 
1951 7 832 7 341 2270 203 009 3,27 3,40 646 787 172 230 
1952 8458 7934 2576 240 goo 3,31 3,62 298 583 152 217 
1953 9 081 8 562 2 780 256 280 3,30 3,72 294 530 pe 213 
1954 9 699 9 224 2.950 279 958 3539 3,70 292 834 I 267 
1955 10 339 9743 3.118 307 <22 3572 4,63 244 642 195 299 
1955| 1956| 1955 | 1956 | 1955 | 1956 | 1955 £950|1955|1956\£955| £950 £955| “95 
Jan. 3.065 | 3244] 28756| 32 150] 3,36| 3.74] 3,8:| 4.65] 373| 310] 883] 533] 205] 185] 305 | 287 
Feb. ; 3085 3 269 17 449| 20 241] 3,39| 3,69] 3.94] 4.49| 285 | 729] 760] 470] 200) 183 738 2 
Mar. |10 199 9545 3.092 | 3 268] 30825 33 145] 3.40] 3,67] 4:03] 4,46] 305 | 347|1015| 636) 204 288) 
April : : 3,080 19 520 3.48] 3,71] 4,16] 4,39] 353 281 
May : 3 074 32 640) 3,94 5542 12 293 
June |10 17" 9 537 3 067 21 113 3194 5,28 274 
July . 3,083 32 221 292 
Aug. . . 3,049 17 716 296 
Sept. |10 294 9 629 3,095 29 462 310 
Oct. . 3,105 21093 301 
Nov. : : 3,108 32478 a 
Dec. |10 339 9 743 3118 24 259) 2 
we Ee a ea ee eee 
1 at the end of each year or month. — ® Calculated on market prices at middle of months. The yearly figures represent 
averages of the monthly figures. — * Averages per Stock Exchange business day. — * Nom. value Jan. 1953 = 100. { 
IV... OTHER STATISTICAL DATA 
eee ee Unem- | Wholesale Price Index | 
ose National g Production ioe (1935 = 100) ce ot | 
or Debt Export (+) Index iprade Tae | 
Month Imports Exports or Import 193§=100| Unions | Import Export All 1949 
Million kr, | Million kr.| Million kr. NE Surplus |” % Goods | Goods | Goods ty 
illion kr. 
1938 2 566 2 082 1 843 — 23) 123 10,9 IIl 120 Ill 64 
1951 12 823 9 184 225 + 4t 206 1,8 432 562 299 11 
1952 12710 8 947 134 — 813 202 2,3 407 44 31 I 
1953 13 852 8 161 7657 — 50 203 2,9 375 37 2 128 
1954 15 069 9 192 8 216 ~ 211 2,6 3R5 371 129 
1955 16.081 10 207 8949 —1343 226 387 393 133.8 
1955 | 1956 | 1955 | 1956| 1955| 1956| 1955| 1956 | 1955| 7956 1055| 1956 1933|1956 1955\€956\ 'Q55|£950|1955| 1950) 
Jan. | 5 287] 16035] 844 | 938 | 707| 814] —137] —124) 223] 231] -\ 386 | gor | 388 | 404 | 300 | 322 | 129 
Feb. | 15 492] 16174] 802 | 784 | 655] 543] —148| - 241] 227| 230] 3,8 381 | 406 | 390 | 404 | 302 | 324] 129 
Mar, | 14815] 15 884] 926 584 — 342 227 : 380 390 304 130 
April | 15 168 892 662 — 230 240 2,0 381 391 305 131 
May | 14 525 835 744 — 91 234 : 382 392 3 
June | 14524 810 774 + 3¢ 234 1,4 383 393 30 
July | 14726 727 75° + 23 123 38 393 31 
Aug. | 14850 808 776 — 32 213 1,4 33d 394 ee 
Sept. | 14 690 874 776 — 98 233 393 395 312 
Oct. | 153 877 857 — 20 239 15 395 395 314 
Noy. | 1 323 992 8 —126 247 39 395 317 
Dec. | 16081 go9 804 —105 236 453 3 399 321 


+ At the end of each year or month. 


SKANDINAVISKA BANKEN 
AKTIEBOLAG 


Statement of Condition March 31, 1956 


ASSETS 

Cash in hand and with the Riksbank... ..... ‘Kr, 145,043,000 
Banas end VTeasury Bis <6 66 fave aes o boce » 755,654,000 
Pepe ONE LOISCOUIATS Me, 50'S ls, oes 40 we oe) ae » 2,739,066,000 
Swedish Banks and Savings Banks ......... » 14,672,000 
Brera EORE 2 oe ay.’ Sea co Eee Peek” & » 105,548,000 
PRET, FVCCOMIES gta ee ae te ie ee ee » 27,079,000 
BABE ae Gia Ss des Ca Rte’ 0) tah BIG- is: nie pke 28 dr oe hie ae > 26,444,000 
Buildings, Furniture and Fittings... ....... » 41,731,000 

Kr. 3,855,237,000 

LIABILITIES 

Drea Fy oe ee ae SD i Arak teal Ue Kr, 3,156,426,000 
Swedish Banks and Savings Banks... ...... » 70,003,000 
GES OEORCM Talis. wie. < or ss. «oe, Oe a> » 84,526,000 
RPE CERI kisi ts 5), .o.56,, oe Lop ete eee eo » 225,754,000 


BRRES(CAMMAliwee elie > << s & SIR IIZ OOO 

Reserve Funds ........ +.» 97,056,000 

MIPMVIOE PIOUS 25. x 8) » 27,360,000 » 318,528,000 
Kr. 3,855,237,000 


» 


S 


Gillivare @ 


Branch Network of SKANDINAVISKA BANKEN Boden@ 
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